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June,  1918]     Mortality  in  Certain  Insurance  Companies 


THE  MORTALITY  AMONG  WOMEN  INSURED  IN  THE 
LINCOLN  NATIONAL  LIFE  INSURANCE  COMPANY 
AND  THE  MICHIGAN  STATE  LIFE  INSURANCE 
COMPANY  AND  THE  MORTALITY  AMONG  MEN 
INSURED  IN  THE  MICHIGAN  STATE  LIFE  INSUR- 
ANCE COMPANY 

By  FR.\NKLIN  B.  MEAD 

During  the  past  few  years  the  mortahty  experiences  of  several 
American  companies  have  been  pubHshed,  but  in  spite  of  this  and 
although  the  experience  is  small,  it  is  hoped  that  the  mortality 
experience  among  women  insured  in  the  Lincoln  National  Life 
Insurance  Company  and  in  the  Michigan  State  Life  Insurance 
Company  may  not  be  without  interest,  not  only  because  it  has 
been  extremely  low,  but  because  it  is  believed  the  results  may  be 
instructive  from  the  fact  that  the  women  involved  are  practically 
homogeneous  as  to  habitat  and  environment  and  because  the 
resulting  mortality  shown  is  of  a  different  character  from  any 
which  has  been  previously  published. 

It  is  also  believed  that  the  mortality  experienced  on  the  men 
insured  in  the  Michigan  State  Life  Insurance  Company  will  be  of 
interest  because  it  is  the  lowest  which  has  yet  been  published  and 
because  the  men  included  are  also  practically  homogeneous  as  to 
habitat  and  environment. 

The  risks  involved,  both  men  and  women,  are  for  the  most  part 
limited  to  the  rural  districts  of  southern  Michigan  and  of  northern 
Indiana  and  Ohio. 

I.      DESCRIPTION   or   THE   DATA 

The  data  embrace  the  experience  of  the  Michigan  State  Life 
on  women  from  its  formation  in  August,  1907,  to  March  31,  191 7, 
and  the  experience  of  the  same  company  on  men  to  the  end  of  191 7 
and  the  experience  of  the  Lincoln  National  Life  Insurance  Com- 
pany from  its  formation  in  1905  to  the  end  of  191 7. 

All  lives  accepted  as  substandard  have  been  eliminated.  The 
women  as  well  as  the  men  were  insured  under  both  participating 


2  Mortality  in  Certain  Insurance  Companies       [June 

and  non-participating  forms  on  ordinary  life,  limited-payment  life, 
and  endowment  plans  under  joint  as  well  as  policies  on  single  lives. 
A  small  proportion  of  the  experience  on  men,  however,  is  under 
term  plans. 

Policies,  after  they  have  become  paid  up  or  entered  upon  term 
extension  through  nonpayment  of  the  premium,  have  been 
eliminated. 

The  investigation  is  by  policy  years.  Owing  to  the  small 
extent  of  the  data,  the  durations,  except  on  those  terminated  by 
death,  were  taken  to  the  nearest  quarter  of  a  year.  Otherwise  the 
usual  methods  of  obtaining  the  exposed  to  risk  were  employed. 
The  deaths  were  carefully  checked  back  with  the  death-claim 
registers  to  insure  that  all  had  been  included. 

Table  I  shows  the  extent  of  the  data  by  number  of  policies  and 
amount  of  insurance,  the  average  size  of  the  policies,  the  total 

TABLE  I 


Entr.wjts 

0  u 

go 

< 

Exposure 

w  0  ^ 

< 

Mortality 

Ratio 
M.-A.  Select 

Company 

No.' 

Amt. 

No.     1    Amt. 

No. 
in  Per- 
centage 

Amt. 
in  Per- 
centage 

WOMEX 

Lincoln  Life .... 
Michigan  State.. 

1,729      1,926.5 

1,435     1,471-5 

$1,114 

1,025 

4,650 
S,8i6 

5,218 
5,932 

2.7 
41 

59 

67 

46 

70 

Total 

3,164     3,398.0 

1,074 

10,466 

11,150 

3-3 

64 

59 

MEN 

Michigan  State. . 

9,667 

12,243.5 

$1,267 

39,893  49,960 

4-1 

57 

S8 

exposure,  and  the  average  duration  of  risk  which  in  the  Michigan 
State  Life  experience  was  greater  than  in  the  Lincoln  Life.  This 
was  due  to  the  fact  that  there  were  few  entrants  in  the  IVIichigan 
State  Life  experience  since  191 2.  The  latter  company  was  rein- 
sured by  the  Lincoln  Life  early  in  1914,  but  there  were  no  disturb- 
ing efifects  on  the  mortality,  as  is  evidenced  by  the  low  mortality 


igiS]        Mortality  in  Certain  Insurance  Companies  3 

succeeding  the  reinsurance.  After  four  years  84  per  cent  of  the 
amount  of  business  reinsured  is  still  in  force  and  the  mortality 
during  the  last  four  years  has  been  stable  at  about  45  per  cent  of 
the  American  Table. 

It  will  be  seen  that  the  mortality  ratio  on  amounts  insured  for 
the  women  in  the  combined  companies  is  practically  the  same  as 
that  for  the  men  insured  in  the  Michigan  State  Life.  Particular 
attention  is  called  to  the  small  average  size  of  the  policies,  $1,074 
for  women  and  $1,267  ^o^  men. 

II.      MORTALITY   EXPERIENCE    ON   WOMEN 

Table  II  is  presented  as  illustrating  according  to  policy  years 
the  mortality  on  the  total  experience  on  women  insured  in  the 
Michigan  State  and  Lincoln  Life  separately  as  well  as  the  com- 
bined experfence  in  the  two  companies. 

It  will  be  noted  that  the  total  experience  in  the  Michigan  State 
was  67  per  cent  of  the  M.-A.  Select  by  policies  and  70  per  cent  by 
amounts,  whereas  the  mortality  on  the  women  insured  in  the 
Lincoln  Life  was  59  per  cent  b}'  number  and  only  46  per  cent  by 
amounts. 

A  very  interesting  feature  is  the  extremely  low  mortality  during 
the  first  two  years  and  the  fact  that  the  mortalit}^  ratios  for  the 
two  companies  for  these  two  years  were  practically  coincident :  the 
ratio  for  the  Michigan  State  is  44  per  cent  and  that  of  the  Lincoln 
Life  42  per  cent. 

From  the  third  to  fifth  years  the  mortality  in  the  Lincoln  Life 
was  still  more  favorable  than  for  the  first  two  years,  32  per  cent  of 
the  M.-A.  Select,  whereas  in  the  Michigan  State  it  was  considerably 
higher,  80  per  cent  of  the  M.-A.  Select.  The  mortality  experience 
for  policy  years  after  the  fifth  in  the  combined  companies  was  84 
per  cent,  which  is  much  higher  than  for  the  first  five  years  by  the 
select  table.  However,  only  ten  deaths  for  $10,000  were  incurred 
after  the  fifth  policy  year,  and  it  is  believed  in  view  of  the  much 
lower  mortality  during  the  first  five  years,  even  according  to  the 
Select  Table,  and  the  low  mortality  on  the  men  insured  in  both 
companies  after  the  fifth  policy  year,  that  possibly  the  experience 
to  date  on  women  after  the  fifth  policy  year  represents  a  slightly 
adverse  deviation  from  what  may  be  expected  in  the  final  experi- 
ence. 
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It  is  interesting  to  note  the  low  mortality  ratios  according  to 
the  American  Experience  Table:  26  per  cent  for  the  Lincoln  Life, 
40  per  cent  for  the  Michigan  State,  and  33  per  cent  for  the  com- 
bined companies  on  the  entire  experience  on  women. 

The  experience  has  been  analyzed  according  to  plan  of  insur- 
ance. The  extent  of  the  data  is  too  small  to  justify  any  vahd  con- 
clusion, but  the  indications  are  that  the  mortality  in  this  experi- 
ence has  apparently  not  been  influenced  by  plan.  The  mortality 
on  women  insured  under  joint  life  policies  was  practically  the  same 
as  those  insured  under  single  life  policies,  as  there  were  59  per  cent 
and  58  per  cent,  respectively,  by  amounts  according  to  the  M.-A. 
Select. 

The  mortality  was  also  studied  according  to  age  at  entry,  and 
it  was  found  that  the  mortality  was  low  at  all  ages.  Division  into 
three  groups,  ages  15  to  29  inclusive,  30  to  39  inclusive,  and  ages 
40  and  over,  best  illustrate  the  trend  according  to  age  at  entry. 
To  illustrate  this,  Table  III  is  presented.  It  will  be  seen  that  the 
mortality  was  lowest  for  ages  30  to  39,  inclusive,  for  which  ages  it 
is  only  38  per  cent  of  the  M.-A.  Select  in  the  combined  companies 
and  that  the  mortality  was  highest  for  the  younger  group,  72  per 
cent  by  amounts,  while  it  was  not  quite  so  high  for  the  oldest  group. 
The  same  trend  appears  in  the  experience  of  both  companies. 

Selection. — While  women  were  freely  solicited  in  both  com- 
panies, they  were  selected  with  much  care  and  certain  requirements 
were  adhered  to  which  seem  to  have  had  a  beneficial  effect  upon 
the  mortality.  Doubtless  the  rural  habitat  has  had  a  favorable 
influence,  but  from  time  to  time  we  have  heard  reports  as  to  the 
unfavorable  experience  of  some  companies  on  joint  life  policies 
on  farmers'  wives.  Another  feature  which  doubtless  had  a  favor- 
able influence  was  the  fact  that  the  average  policy  was  but  little 
over  $1,000,  which  tended  to  reduce  the  speculative  feature. 

Supplemental  applications  were  required  in  all  cases  for  the 
purpose  of  bringing  out  the  insurable  interest.  No  married  woman 
was  insured  unless  her  husband  had  at  least  a  like  amount  in  some 
legal  reserve  company  or  whose  husband  was  currently  applying 
for  a  like  amount.  In  a  few  cases  where  the  other  information  at 
hand  indicated  an  especially  desirable  risk  insurance  in  a  fraternal 
order  on  the  life  of  the  husband  was  considered  sufficient. 
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Elderly  women,  whose  children  were  self-supporting  and  who, 
according  to  the  information  at  hand,  were  expecting  to  pay  the 
premiums,  were  rejected. 

There  was  also  the  customary  supplemental  for  the  examiner 
to  execute  for  the  purpose  of  eliciting  information  as  to  the  per- 
sonal history  from  the  female  aspect. 

The  rate  of  rejection  on  women  was  very  low.  For  instance, 
the  rate  of  rejection  for  women  applying  for  policies  on  single 
lives  was  5I  per  cent  by  number  and  5.7  per  cent  by  amount. 
This  rate,  however,  was  somewhat  higher  than  for  men,  for  which 
the  corresponding  rates  were  3 . 9  per  cent  by  number  and  4 . 5 
per  cent  by  amounts.  The  rate  of  postponement  was  somewhat 
higher  than  that  for  men,  owing  for  the  most  part  to  pregnancy. 
The  rate  of  postponement  for  women  under  joint  life  policies 
was  considerably  higher  for  the  reason  that  it  was  felt  that 
a  high  mortality  would  be  experienced  under  joint  life  poUcies. 
Although  the  foregoing  percentage  of  rejection  represents  the 
entire  experience  from  the  beginning,  yet  it  might  be  well  to 
state  that  the  rate  of  rejection  was  considerably  lower  in  the 
earlier  years  and  increased  as  time  went  on  for  the  reason  that  it 
was  felt  that  a  high  mortality  was  being  experienced  on  women 
with  husbands  as  beneficiaries,  for  it  was  not  realized  that  the 
number  of  risks  involved  was  as  great  as  was  actually  the  case; 
in  fact  before  the  experience  was  compiled  the  company  was  con- 
templating eliminating  insurance  on  married  women  with  husbands 
as  beneficiaries. 

As  is  well  known,  the  mortality  on  married  women  according 
to  the  Medico-Actuarial  Investigation  both  for  single  and  joint 
lives  was  unfavorable,  particularly  for  young  entrants  and  during 
the  early  policy  years.  The  experience  covered  the  period  from 
1885  to  1909.  In  a  paper  read  before  the  Medical  Directors  Asso- 
ciation in  October,  1916,  Dr.  Rockwell  presented  the  experience  of 
the  Equitable  from  1906  to  1915  and  called  attention  to  the  remark- 
able improvement  in  the  selection,  for  not  only  was  the  mortality 
approximately  100  per  cent  of  the  expected  for  all  age  groups,  but 
the  mortality  according  to  the  duration  was  equally  satisfactory. 
While  the  mortality  was  in  excess  of  100  per  cent  during  the  second 
policy  year,  the  mortality  during  the  first  two  years  combined  was 
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less  than  100  per  cent.  In  fact,  for  the  first  year  it  was  83  .8  per 
cent.     As  Dr.  Rockwell  says: 

To  be  profitable  their  lives  must  be  carefully  selected  and,  in  my 
own  company,  we  have  had  conclusive  proof  that  this  is  not  only  pos- 
sible but  comparatively  easy.  We  all  recognize  that  the  greatest  danger 
lies  in  selection  against  the  company  and  that  safeguards  must  be  insti- 
tuted to  reduce  this  to  a  minimum. 

Further  on  Dr.  Rockwell  pertinently  remarks: 

It  is  desirable  to  ascertain  your  own  company's  experience  among 
women  in  the  different  localities  in  which  you  are  writing  them.  It 
may  be  that  in  some  sections  your  results  are  not  as  they  should  be  and 
by  taking  remedial  measures  you  may  be  able  to  cause  improvements. 

The  experience  herewith  presented  confirms  the  wisdom  of  these 
statements  of  Dr.  Rockwell  and  indicates  that  from  the  women  of 
the  locality  and  type  which  we  have  been  securing  we  may  with 
the  selection  employed  in  the  past  expect  to  secure  extraordinarily 
favorable  mortality  experience  on  married  women. 

Analysis  according  to  class. — At  the  time  the  experience  was 
compiled  the  information  was  not  available  as  to  the  t}'pe  of  women 

TABLE  IV 

Analysis  According  to  Class 


Class 

Lincoln  Life 

Michigan  State 

Lincoln  Life  and 

Michigan  State 

Combined 

Amount 
Nearest 

$1,000 

Percentage 
by  Amount 

Amount 

Nearest 
$1,000 

Percentage 
by  Amount 

Amount 
Nearest 
$1,000 

Percentage 
by  Amount 

Spinsters 

Married  (husband 
beneficiary) 

Married  (beneficiary 
other  than  hus- 
band)   

Widowed,  divorced. 

752 
853 

174 
139 

39 
45 

9 

7 

489 
840 

80 
61 

33 
57 

6 

4 

1,241 
1,703 

254 
200 

37 
50 

7 
6 

Total 

1,928 

100 

1,470 

100 

3,398 

insured,  but  it  has  since  been  analyzed  according  to  the  classifica- 
tion for  women  in  the  Medico- Actuarial  Investigation.  Practically 
all  of  the  joint  life  policies  issued  in  both  companies  were  on  the 
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joint  lives  of  husband  and  wife,  with  the  survivor  as  beneficiary. 
One-half  of  the  experience  was  upon  what  has  been  considered 
the  most  hazardous  class,  namely,  married  women  with  husbands 
as  beneficiaries.  In  spite  of  such  a  large  proportion  of  this  class  in 
the  experience  the  mortality  has  been  surprisingly  low. 

Married  women  insured  with  husband  as  beneficiary  have  been 
segregated  for  both  companies  and  the  experience  compiled  in  the 
same  manner  as  that  for  all  women. 

Table  V  reflects  the  experience  on  married  women  with  hus- 
bands as  beneficiaries  according  to  duration.  It  will  be  seen  that 
the  mortality  has  deviated  very  little  according  to  duration  from 
the  experience  for  all  years  combined  according  to  the  M.-A.  Select 
Table,  although  contrary  to  the  M.-A.  experience  the  mortality  rate 
has  been  lower  proportionately  in  the  earlier  years  than  in  the  later 
years,  for  the  mortality  for  the  first  two  years  combined  was  75 
per  cent  by  number  and  61  per  cent  by  amount  according  to  the 
M.-A.  Select,  whereas  for  all  durations  it  was  74  per  cent  by  num- 
ber and  67  per  cent  by  amount. 

Table  VI  shows  the  mortality  for  decennial  age  groups.  It 
will  be  seen  that  the  experience,  as  might  have  been  expected,  was 
least  favorable  for  ages  under  30,  for  which  ages  it  was  approxi- 
mately 100  per  cent  of  the  expected  by  the  M.-A.  Select.  How- 
ever, even  in  this  age  group,  as  in  the  other  age  groups,  the  mor- 
tality was  more  favorable  during  the  first  two  years  after  selection 
than  afterward,  for  it  was  only  78  per  cent  of  the  M.-A.  Select 
during  the  first  two  years. 

Cause  of  death. — Of  the  thirty-five  deaths  on  women,  eleven  of 
them  were  on  account  of  diseases  peculiar  to  women,  and  in  addi- 
tion to  this  there  was  one  death  from  cancer  of  uterus  and  one  from 
cancer  of  the  breast.     There  were  five  deaths  from  tuberculosis. 

Substandard  insurance. — ^There  were  only  twenty-three  sub- 
standard policies  on  women  for  $22,000  issued  in  the  Michigan 
State  Life.  There  has  been  one  death  for  $500.  In  the  Lincoln 
there  have  been  issued  eighty-three  substandard  policies  on  women 
for  $89,000  with  one  death  for  $1,000.  Substandard  pohcies  are 
not  issued  as  freely  in  the  case  of  women  as  men.  There  were  142 
substandard  policies  for  $163,000  issued  by  the  Michigan  State 
Life  on  men.  There  have  been  three  deaths  for  $3,500.  The  mor- 
tality on  substandard  risks  has  evidently  been  favorable. 
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III.      MEN 

Table  VII  shows  the  mortality  for  men  insured  in  the  Michigan 
State  Life  Insurance  Company  according  to  plan  for  all  ages  and 
durations  combined.  It  will  be  seen  that  the  mortality  on  men 
insured  under  policies  on  single  lives  increased  according  to  the 
cost  of  the  plan.  There  were  no  deaths  under  term  policies,  but 
the  experience  was  very  small.  During  the  seven  years  there  were 
only  119  entrants,  an  average  of  17  per  year.  The  mortality  unde 
ordinary  Hfe  policies  was  only  37  per  cent  of  the  M.-A.  Select  on 
amounts.  There  were  likewise  very  few  entrants  for  ordinarv  life 
policies — 483,  or  an  average  of  only  about  six  a  month.  In  fact 
applications  for  ordinary  life  policies  were  so  infrequent  that  they 
were  looked  upon  in  the  same  light  as  applications  for  term  insur- 
ance in  the  usual  company.  The  mortality  under  limited-payment 
life  policies  was  57  per  cent  of  the  Select  by  amounts  and  under 
endowments  65  per  cent,  and  the  mortality  for  all  single  life  plans 
was  56  per  cent  of  the  M.-A.  Select. 

An  examination  of  the  death  claims  under  endowment  policies 
reveals  that  none  of  them  were  modified  from  Life  plans  on  account 
of  impairments. 

A  peculiar  feature  was  the  heavy  mortality  on  endowments  for 
ages  at  entry  15  to  19,  inclusive.  There  were  eleven  deaths,  and 
the  mortality  was  198  per  cent  by  number  and  188  per  cent  by 
amount.  An  examination  .of  the  death  claims  did  not  reveal  any 
errors  in  selection.  There  were  four  violent  deaths — three  acci- 
dental and  one  suicide — and  two  cases  of  appendicitis. 

Another  peculiar  feature  is  the  heavy  mortality  on  joint 
limited-payment  Hfe  policies,  131  per  cent  by  number  and  138  per 
cent  by  amount.  An  examination  of  the  deaths  on  this  plan  did 
not  reveal  that  it  was  due  to  selection,  although,  notwithstanding 
that  the  average  age  at  risk  in  the  experience  was  not  high,  eight 
of  the  eleven  deaths  were  due  to  degenerative  diseases.  Four  of 
these  deaths  were  due  to  cerebral  hemorrhage,  ages  at  death  34, 
37,  48,  and  50.  An  interesting  feature  is  that  in  two  of  these  cases 
there  was  a  family  history  suggestive  of  the  cause  of  death;  in 
one  case  there  were  two  deaths  in  the  immediate  family  from 
paralysis,  and  in  the  other  a  death  from  paralysis  and  one  from 
heart  trouble.  At  the  present  time  we  would  rate  these  cases  on 
125  per  cent  basis. 
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As  in  the  case  of  women,  the  total  experience  has  been  sub- 
divided into  three  age  groups,  as  shown  in  Table  VIII.  What 
seems  to  be  a  remarkable  feature  of  this  table  is  that,  when  so 
subdivided,  the  mortality  almost  parallels  the  M.-A.  Select.  For 
ages  15  to  29,  inclusive,  it  is  60  per  cent  for  all  durations,  and  for 
ages  30  to  39  and  for  ages  40  and  over  it  is  the  same,  57  per  cent. 
Furthermore,  an  examination  of  the  two  lower  age  groups  shows 
that  the  percentages  according  to  duration  are  very  nearly  coin- 
cident with  those  for  all  durations. 

Table  IX  shows  the  mortality  divided  into  decennial  ages  at 
entry  for  ages  above  20  and  in  addition  to  that  for  15  to  19.  It 
will  be  observed  that  the  mortality  in  each  of  these  age  groups  does 
not  vary  greatly  from  the  percentage  for  all  ages  except  for  group 
15  to  19,  where  the  mortality  is  107  per  cent  by  number  and  102 
per  cent  by  amounts.  This  is  due  to  the  high  mortality  under 
endowment  poHcies  already  referred  to. 

The  mortality  according  to  the  American  Experience  Table  for 
the  total  Michigan  State  Life  experience  on  men  was  34  per  cent 
of  the  American  Table,  and  on  women  it  was  40  per  cent,  and  the 
percentage  for  both  men  and  women  was  35  per  cent.  This  per- 
centage is  very  close  to  the  total  figures  compiled  from  year  to 
year  for  the  gain  and  loss  exhibit,  as  the  actual  to  the  expected 
taken  from  the  gain  and  loss  exhibit  for  the  entire  history  of  the 
company  was  36  per  cent. 
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EFFECT  OF  FLUCTUATING  CURRENCY  ON 
LIFE  INSURANCE 

By  JAMES  H.  WASHBURN 

In  presenting  this  subject  to  the  Institute,  it  is  with  the  idea 
that  probably  this  devastating  war,  which  has  already  aflfected 
the  credit  of  some  of  the  leading  nations  of  Europe,  will  produce, 
at  least  in  a  general  way,  the  same  financial  problems  which 
constantly  confronted  us  in  Mexico  after  the  early  days  of  the  year 

There  have  been  such  vast  economic  changes  wrought  by  this 
world-war  that,  even  if  it  should  happily  be  ended  long  before  the 
majority  of  us  estimate,  its  dire  effects  on  credit  in  general  might 
be  such  as  to  endanger  the  very  fabric  of  the  business  of  life  insur- 
ance, which,  as  we  are  all  aware,  depends  as  much  as  any  other 
upon  soundness,  stability,  and  constancy  for  its  foundation  stones. 

To  those  of  us  who  have  had  the  direction  of  life  insurance  in 
the  Republic  of  Mexico,  the  problem  of  fluctuating  or  unsteady 
currency  has  presented  itself  in  many  vexatious  ways. 

At  the  outbreak  of  the  revolutionary  troubles  the  stability  of 
the  currency  was  not  materially  questioned  and  for  considerable 
time  following  the  commerce  of  the  country  was  carried  on  in  a 
normal  manner.  However,  in  the  year  1913,  when  Mexico's 
borrowing  capacity  began  to  dwindle,  its  credit  became  impaired, 
the  value  of  its  currency  began  to  diminish,  and,  with  very  few 
exceptions,  declined  steadily.  Meanwhile  frequent  issues  of 
paper  money  were  resorted  to  until  the  latter  part  of  the  year  19 16, 
when  all  value  practically  vanished. 

The  governmental  decree  of  December  15,  1916,  declared  gold 
the  monetary  standard  and  placed  the  commerce  of  the  nation 
again  on  a  stable  basis. 

The  decree  as  applied  to  life  insurance  regarded  death  claims 
and  matured  endowments  which  had  been  paid,  and  loans  and 
indebtednesses  of  all  kinds  repaid  during  the  days  of  paper  money, 
as  closed  transactions  and  dealt  only  with  policies  actually  in 
force  on  the  date  the  decree  was  issued.     There  naturally  followed 
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the  question  of  properly  adjusting  these  poUcies,   some  of  the 
premiums  of  which  had  been  paid  in  paper  money. 

Embodied  in  the  decree  is  a  table  giving  the  average  value  of 
the  paper  Mexican  peso  (or  dollar)  in  terms  of  the  standard  gold 
Mexican  peso,  for  each  month  from  January,  1913,  to  November, 
19 16,  inclusive,  and  all  adjustments  must  be  made  with  these 
values  as  the  basis.     The  figures  are  given  in  Table  I. 

TABLE  I 


Month 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 


igi6 


.00 
.00 
.00 
.00 
.00 
.00 
.90 
•79 
■73 
•72 
71 
71 


$0.28 
.26 
.  22 
.18 
•17 
•17 
.  10 

•13 

13 

■14 

•14 

o.  12 


I60.09 
.08 


.07 
.20 
.12 
.10 
.07 
■OS 
•03 
0.015 


By  the  terms  of  the  decree  the  insured  may  elect  one  of  the 
following  options: 

1.  He  may  maintain  his  policy  in  force  by  paying  the  difference 
between  the  gold  value  of  all  premiums  paid  and  the  actual  value 
of  these  premiums  as  determined  by  the  foregoing  table. 

2.  He  may  allow  the  difference  to  remain  as  a  loan  against  his 
policy,  however,  if  this  difference  exceed  the  loan  value;  the  excess 
must  be  paid  in  cash.  I  shall  state  here  that  the  Mexican  insurance 
laws  make  no  provision  for  cash  surrender  values. 

3.  He  may  convert  his  policy  into  extended  insurance  reduced 
in  term  but  not  in  amount,  or  to  paid-up  insurance  reduced  in 
amount  in  the  ratio  of  the  value  of  premiums  actually  paid  to  their 
value  on  the  standard  gold  basis. 

The  foregoing  difference  in  premiums  is  a  non-interest-bearing 
indebtedness,  no  provision  having  been  made  in  the  decree  for  the 
payment  of  interest  thereon. 

Outstanding  loans  made  and  dividends  credited  during  the 
paper-money  days  must  be  adjusted  in  the  same  manner  as 
premiums. 
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The  insured  has  been  given  a  Hberal  length  of  time  in  which  to 
decide  what  disposal  to  make  of  his  policy,  the  latest  extension 
having  been  made  to  the  last  day  of  September,  19 17,  or  more  than 
nine  months  following  the  date  of  the  decree.  If,  however,  he 
fail  to  indicate  a  choice,  then  the  policy  will  be  lapsed  for  extended 
or  paid-up  insurance  according  to  its  terms,  though  he  will  be 
allowed  to  continue  it  for  a  reduced  amount  at  a  correspondingly 
reduced  premium. 

The  tenets  of  the  decree  will  probably  be  more  clearly  under- 
stood by  an  example.  Let  us  suppose  a  semi-tropical  ordinary  life 
policy  for  $1,000  issued  at  age  thirty-five  in  July,  1912.  .Annual 
premium,  $33 .06.  Concessions  at  the  end  of  the  fifth  policy  year; 
loan  value,  $56.00;  paid-up  value,  $110.00;  extended  insurance 
for  3  years  and  5  months.  Dividends  of  8  per  cent  ($2.64)  to 
commence  at  the  end  of  the  third  policy  year. 

T.\BLE  II 


Year 

Ratio  of  Paper 
to  Standard 

Money 
by  Decree 

Value  01              v,lii<.nf 
Premiums  in        ^  '''"■«  "' 
StTnrlnrH           Premiums 
MoS           Actually  Paid 

Value  of 

Dividends  in 

Standard 

Money 

Value  of 

Dividends 

Actually  Paid 

1912 

1913 

I914 

1915 

1916 

I  .00 
0.90 
0.62 
0.  10 
0.  10 

33  06 
33  06 
33  06 
33  06 
33  06 

33  06 

29  75 
20.50 

3-31 
3-31 

2.64 
2.64 

0.26 
0.  26 

Total... 

165.30 

89 -93 

5.28 

0.52 

Difference. 

75-37 

4.76 

Value  of  premiums  actually  paid  in  terms  of  standard  money,  0.544  (that 
is,  89.Q3-H165.30). 


If  the  policyholder  select  the  first  option,  he  will  have  a  dif- 
ference in  premiums  of  $7 5. 3 7  to  pay  in  order  to  maintain  his 
policy  in  force  for  the  full  amount.  The  company  must  also  pay 
the  adjustment  in  dividends  amounting  to  $4.76. 

If  the  second  option  be  chosen,  then  we  see  that  $56 .  00  being 
the  maximum  loan  value,  there  must  be  paid  in  cash  $19.37,  the 
amount  by  which  the  difference  in  premiums  exceeds  this  maximum 
loan  value. 
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It  is  clear  that  in  case  the  selection  of  the  third  option  calls 
for  extended  insurance  there  will  be  no  benefit,  because  the 
indebtedness  of  $75  37  against  the  policy  greatly  exceeds  the  maxi- 
mum loan  value  as  well  as  the  single  premium  required  to  purchase 
anv  extended  insurance.  If,  however,  the  policy  provides  for 
paid-up  insurance,  the  amount  to  which  the  policyholder  is  entitled 
is  $60.00  (o.  544X110.00). 

If  the  policyholder  neglect  entirely  to  choose  a  method  of 
adjusting  his  policy  to  regular  standing,  he  may  be  obliged  either  to 
have  it  lapsed  for  extended  or  paid-up  insurance  as  shown  in  the 
last  paragraph,  or  to  have  it  continued  for  $544.00  at  an  annual 
premium  of  $17.99.  I^i  this  case  the  dividends  for  the  two  years 
must  be  adjusted  to  8  per  cent  of  $17.99  for  each  year  ($1.44), 
or  $2.88,  necessitating  the  payment  of  $2.36  over  the  $0.52 
previously  paid  in  paper  money. 

In  case  of  the  death  of  the  insured  before  the  expiration  of  his 
optional  period,  the  company  will  be  obligated  by  the  provisions 
of  the  decree  to  pay  the  claim  in  full,  less  the  difference  in  premiums 
on  the  standard-money  basis  and  on  the  paper-money  basis. 

Naturally  there  will  be  much  confusion  and  not  a  little  mis- 
understanding over  the  practical  application  of  the  different 
sections  of  the  decree,  and  the  Mexican  government  has  wisely 
provided  for  the  adjudication  of  such  by  the  Treasury  Department, 
which  is  in  direct  charge  of  the  Department  of  Insurance. 

The  task  of  reconstruction  in  Mexico  has  been  by  no  means 
an  easy  one,  and  during  the  laborious  days  of  upbuilding  it  is  best 
to  use  the  simplest  and  withal  most  effective  methods  possible  in 
the  process  of  rehabilitation,  and  the  government  of  Mexico  is  to 
be  congratulated  on  having  devised  a  method  of  adjusting  life 
insurance  policies  which,  while  being  accurate,  is  so  shorn  of  tech- 
nical phraseology  and  so  easily  applied  as  to  be  readily  understood 
by  most  policyholders,  and  which  seems  to  be  the  most  practical 
means  of  conserving  this  great  business  of  ours  which,  especially 
in  the  absence  of  savings  banks,  which  are  unknown  institutions 
in  Mexico,  more  than  any  other  line  of  enterprise  touches  deeply 
the  heartstrings  of  every  family  into  which  it  has  been  introduced. 

It  would  seem  advisable  to  the  writer  to  provide  in  each  policy 
for  the  payment  of  premiums  and  claims  in  standard  money,  thus 
avoiding  the  disaster  which  has  befallen  the  companies  operating 
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in  Mexico.  The  following  clause  could  be  inserted  into  the  policy 
conditions  and  would  maintain  the  policy  at  an  unchangeable 
value  under  all  stresses  and  strains:  "Premiums  and  the  amount 
insured  in  this  policy  shall  be  payable  in  gold  coin  of  the  present 
legal  standard  of  weight  and  fineness,  or  in  the  currency  of  the 
United  States  at  the  market  value." 

As  a  further  proof  of  the  practicability  of  the  latter  we  need 
point  merely  to  the  recent  rapid  rise  in  the  price  of  silver. 
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FRATERNAL  BENEFIT  SOCIETIES 

By  WENDELL  P.  COLER 

Fraternal  benefit  societies  paid  benefits  of  well  over  $109,000,- 
000  in  1916,  almost  all  of  which  were  for  death  claims.  These 
payments  went  into  some  50,000  homes. 

Membership  certificates  calling  for  almost  ten  billions  of  bene- 
fits are  in  force  in  these  societies.  The  actuarial  work  in  connection 
with  all  this  protection  is  done  by  not  more  than  twenty-five  or 
thirty  actuaries — most  of  it  by  three  or  four  men.  Necessarily 
but  a  small  amount  of  the  possible  work  is  done  under  these 
circumstances.  A  conservative  estimate  of  the  number  of  societies 
having  actuaries  devoting  their  full  time  to  their  individual  work 
would  be  ten.  All  societies  must  now  have  some  actuarial  work 
done,  and  about  two  hundred  of  them  must  depend  upon  the  very 
limited  time  which  they  can  secure  from  the  consulting  actuaries 
specializing  in  this  work. 

Under  these  circumstances  it  has  been  suggested  to  me  that 
the  members  of  the  actuarial  profession  would  be  interested  in  the 
problems  of  these  societies. 

The  fraternal-society  movement  in  this  country  is  generally 
supposed  to  have  begun  in  1868  with  the  organization  in  Penn- 
sylvania of  the  Ancient  Order  of  United  Workmen.  Statistics 
Fraternal  Societies  (19 17  edition)  mentions  a  society  organized  as 
early  as  1854  which  is  still  in  existence.  These  societies  are  similar 
to  the  friendly  societies  of  Europe,  which  attempt  to  trace  their 
history  back  to  the  guild  organizations  of  the  twelfth  and  thirteenth 
centuries. 

The  friendly  societies  of  Great  Britain  have  had  much  the 
same  experience  with  regard  to  the  inadequacy  of  their  rates  as 
the  societies  of  this  country.  However,  many  of  them  have  solved 
their  difficulties,  I  understand,  and  are  now  recognized  by  the 
government  as  suitable  underwriters  of  the  compulsory  insurance 
provided  for  by  the  recent  act.  Unfortunately  the  American 
societies  did  not  consult  the  experience  of  their  older  British  cousins 
and  made  manv  of  the  same  mistakes. 
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The  pioneer  American  society,  the  Ancient  Order  of  United 
Workmen,  seems  to  have  been  established  to  afford  a  common 
meeting-place  for  employer  and  employee  so  that  the  labor  diffi- 
culties of  1868  might  be  lessened.  Insurance  was  barely  mentioned 
in  the  constitution  and  was  only  effective  when  the  membership 
should  become  1,000.  The  benefit  feature  soon,  however,  became 
the  most  prominent  feature. 

The  failure  of  several  life  insurance  companies  during  the 
seventies  lessened  public  confidence  in  this  form  of  organization. 
At  the  same  time  the  tontine  system  urged  by  many  companies 
made  the  cost  of  protection  prohibitive  to  all  except  the  well-to-do. 
You  will  remember  that  many  of  the  early  policies  were  on  the 
lo-pay  life  form  and  were  therefore  expensive.  Term  insurance 
was  rarely  offered  by  the  old  line  companies,  and  I  have  been  told 
that  it  was  difficult  to  get  an  agent  to  sell  an  ordinary  life. 

With  this  situation  it  is  not  surprising  that  many  circles  of 
friends  or  fellow-employees  were  organized  to  provide  death 
benefits  to  their  members.  Doubtless  many  of  these  societies  were 
the  outgrowth  of  groups  taking  voluntary  collections  upon  the 
death  of  a  fellow-employee.  At  least  their  first  assessments  were 
based  on  the  idea  of  making  a  uniform  assessment  on  all  members 
after  each  death.  A  quotation  from  the  laws  of  the  Ancient  Order 
mentioned  above  will  show  how  the  managers  of  these  societies 
proposed  to  keep  on  hand  at  all  times  one  assessment  to  pay  the 
next  claim. 

"  Sec.  V.  To  replace  the  Insurance  fund  drawn  on  the  occasion 
of  the  death  of  a  brother,  each  member  shall  pay  to  the  Financier 
of  his  respective  lodge  the  sum  of  one  Dollar " 

This  was  the  postmortem  assessment  scheme,  except  that 
money  was  collected  in  advance  and  one  assessment  was  kept  in  the 
treasury  of  the  local  lodge  till  called  for  by  the  grand  lodge. 

During  the  seventies  such  representative  societies  as  the 
Independent  Order  of  Foresters,  Royal  Arcanum,  and  Knights  of 
Pythias  were  organized.  These  societies  provided  social  and 
educational  opportunities  and  aimed  to  teach  charity  and 
patriotism. 

A  uniform  assessment  was  at  first  collected  in  many  societies 
from  all  members  for  each  death.  Later,  tables  of  assessments 
graded  to  age  at  entry  were  used.     Some  societies  collected  amounts 
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based  on  attained  age  at  date  of  assessment.  This  was  the  step- 
rate  plan.  The  officers  could  not  see  the  ultimate  effect  of  this,  and 
in  fact  decided  in  one  case  at  least  to  require  no  assessments  after 
age  eighty  was  attained.  Later,  societies  were  organized  which 
charged  a  uniform  premium  but  varied  the  benefit  according  to 
the  entry  age  of  the  member.  None  of  the  organizations  collected 
a  uniform  number  of  assessments  from  year  to  year.  These 
assessment  rates  were  not  supposed  to  be  monthly  premiums,  but 
merely  indicated  the  amount  to  be  charged  at  different  ages  on 
each  call. 

As  early  as  1889  there  were  discussions  about  rates  in  the 
National  Fraternal  Congress.  The  delegates  seemed  to  desire  the 
prevention  of  the  formation  of  societies  promising  benefits  other 
than  death  and  disability.  I  have  been  much  interested  to  discover 
in  reading  for  this  paper  that  the  antipathy  in  those  early  days 
against  the  issuing  of  endowments  by  fraternal  societies  was  caused 
by  the  numerous  endowment  societies  charging  ridiculous  rates  for 
seven-  and  ten-year  endowments.  The  men  who  were  at  that  time 
managing  the  more  prominent  societies  of  today  could  see  that  the 
rates  charged,  as,  for  example,  $60 .00  for  a  seven-year  endowment, 
were  inadequate.  Their  opposition  to  endowment  insurance  was 
due  to  the  unsound  plans  of  other  fraternal  societies  rather  than  to 
the  small  amount  of  actual  protection  provided  by  these  certificates. 
This  latter  argument  and  the  fallacious  one  of  paying  for  both 
protection  and  investment  and  only  being  able  to  collect  for  one 
or  the  other  are  the  arguments  we  hear  today,  now  that  all  the 
endowment  societies  have  failed.  The  modern  argument  is  not 
nearly  so  sound  of  course,  but  it  is  undoubtedly  a  blessing  to  the 
fraternal  system  that  the  fraternal  societies  did  not  issue  such 
certificates  before  their  rates  were  subject  to  a  certain  extent  to 
the  approval  of  the  state  insurance  departments. 

The  first  mention  that  I  have  found  of  valuation  for  fraternals 
is  in  a  report  presented  to  the  National  Fraternal  Congress  in  1892 
on  "British  Friendly  Societies."  A  great  deal  of  this  report  is 
undoubtedly  from  the  prize  essay  of  George  F.  Hardy  on  this 
subject. 

The  valuation  summary  of  1880,  as  quoted  in  this  paper,  states 
that  1,537  societies  had  a  surplus  aggregating  $4,426,910,  and 
5,030  other  societies  a  deficit  of  $25,779,080.     Such  societies  might 
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issue  endowments  and  deferred  annuities  if  their  rates  were 
certitied  to  by  an  actuary  approved  by  the  treasurer. 

Many  really  able  papers  were  presented  before  the  Fraternal 
Congress  in  1892  and  1893.  J.  E.  Sheppard,  of  Lawrence,  Massa- 
chusetts, gave  a  great  deal  of  information  in  connection  with  the 
reports  of  the  Committee  on  Statistics  that  would  have  obviated 
much  of  the  later  trouble  if  the  reports  had  been  studied.  Some  of 
these  reports  were  read  behind  closed  floors  and  the  discussions  are 
therefore  lost  to  us.  The  fact  that  they  were  able  to  pay  current 
claims,  and  that  societies  as  old  as  the  A.O.U.W.  were  still  able 
to  do  so,  was  of  course  the  principal  reason  that  they  did  not  pay 
much  attention  to  the  really  excellent  advice  of  Mr.  Sheppard  and 
others.  Reluctance  to  place  large  sums  of  money  in  the  control 
of  their  officers  is  even  today  one  of  the  deterrents  to  the  proper 
accumulation  of  a  reserve  fund.  The  "new  blood"  theory  was 
another  reason  for  the  hesitancy  to  charge  more  than  current 
cost. 

Many  speeches  were  made  to  the  effect  that  fraternal  benefi- 
ciary societies  were  not  "insurance"  institutions  and  did  not 
collect  "premiums,"  but  furnished  protection  to  their  members 
as  benevolent  institutions.  On  the  other  hand,  at  the  same 
sessions  of  the  Fraternal  Congress  papers  were  read  wherein 
appeared  all  these  terms  which  others  would  proscribe. 

SUPERVISION 

The  Uniform  bill  was  drawn  up  and  approved  about  1893. 
It  provided  that  only  institutions  should  be  considered  fraternal 
benefit  societies  which  had  representative  government,  lodge 
system  with  ritual,  and  which  provided  benefits  for  their  mem- 
bers only  in  case  of  death,  in  case  of  total  or  partial  disability, 
or  old  age  if  the  minimum  age  at  which  disability  benefits 
could  be  paid  on  account  of  age  was  placed  at  seventy  years. 

Prior  to  the  approval  of  this  bill  most  of  the  societies  did  all 
in  their  power  to  prevent  the  insurance  departments  of  the  several 
states  from  assuming  jurisdiction  over  them.  This  bill  expressly 
provided  for  this  supervision  and  for  annual  reports  to  the  depart- 
ments. The  controlling  motive  in  trying  to  secure  the  adoption 
of  this  bill  was  of  course  the  desire  for  uniformity  of  law  in  the 
several  states.     Secondarily  the  desire  seems   to  have  been   to 
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prevent  irresponsible  promotions  and  thus  to  reduce  the  competi- 
tion from  new  societies  enjoying  a  short  time  of  apparent  prosperity 
due  to  low  rates  being  effective  when  all  members  were  freshly 
examined.  This  desire  for  standardization  is  the  most  important 
reason  for  all  the  changes  in  the  laws  governing  fraternals.  Mortal- 
ity experience  has  forced  one  after  another  to  get  upon  adequate 
rates,  and  as  soon  as  there  have  been  a  few  using  these  higher  rates 
they  have  sought  to  force  the  others  up  to  the  same  plans  so  that 
competition  in  the  field  would  be  fairer. 

N.   F.    C.    MORTALITY   TABLE 

The  discussions  about  rates  which  arose  at  about  the  time  of 
the  adoption  of  the  Uniform  bill  continued  until  the  construction  of 
a  mortality  table  was  decided  upon.  In  1897  a  special  committee 
was  appointed  to  prepare  tables  of  rates  upon  the  level-  and  step- 
rate  plans.  Among  the  members  of  that  committee  was  one  now 
a  Fellow  of  this  Institute,  F.  A.  Draper.  In  1898  the  work  of  this 
committee  was  presented  to  the  Congress.  A  few  changes  have 
since  been  made,  but  the  National  Fraternal  Congress  table 
originated  at  this  meeting. 

The  committee  had  been  instructed  to  calculate  a  minimum 
table  applicable  in  societies  reserving  the  right  to  assess.  These 
societies  were  also  antagonistic  to  surrender  values,  so  that,  while 
no  lapse  factor  was  employed  in  calculating  the  rates,  they  could 
not  but  count  slightly  on  gains  from  this  source.  The  principal 
reason  that  the  table  has  not  proved  entirely  satisfactory  has  been 
that  it  has  been  applied  to  societies  in  the  process  of  readjustment 
and  that  rates  derived  therefrom  have  been  adopted  by  many 
societies  without  due  consideration  of  their  own  experience.  In 
other  words,  the  individual  societies  have  through  the  Fraternal 
Congress  adopted  plans  which  have  been  all  right  for  the  average 
but  not  for  the  individual,  owing  to  differences  in  management  and 
method  of  operation.  This  has  not  been  the  fault  of  the  com- 
mittee preparing  the  tables.  It  has  uniformly  advised  that  its 
recommendations  be  applied  with  due  consideration  of  the  needs  of 
the  individual  societies.  Comparison  with  other  standard  tables 
will  show  that  the  N.  F.  C.  table  is  probably  too  low  between  ages 
fifty  and  seventy. 
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As  soon  as  the  N.  F.  C.  table  received  the  sanction  of  the 
Congress  a  number  of  different  schemes  of  rates  purporting  to  be 
based  thereon  were  advanced.  Many  of  the  proponents  of  these 
tables  explained  that  they  counted  upon  the  gains  from  lapses  to 
make  their  rates  adequate,  though  they  did  not  attempt  to  give  any 
definite  statistics  as  to  the  duration  of  membership  before  lapse,  etc. 

The  educational  work  to  be  done  was  enormous  and  fell  largelv 
to  two  or  three  actuaries  of  great  patience.  Men  who  had  done 
much  work  for  legal  reserve  companies  were  not  accepted  as 
advisers,  as  their  advice  seemed  to  the  member  of  the  fraternal 
to  lead  them  toward  the  detested  old  line  plans.  Often  thev  had 
to  accept  compromises  which  would  have  led  most  of  us  to  ter- 
minate the  connection,  as  we  would  not  want  to  be  responsible  for 
the  results.  Within  six  j'ears  from  the  adoption  of  the  N.  F.  C. 
table  many  of  the  orders  had  readjusted  upon  that  basis.  Many  of 
these  readjustments  provided  N.  F.  C.  rates  only  for  new  members, 
while  many  others  re-rated  all  members  but  left  a  deficit  on  account 
of  not  assessing  the  full  cost  on  the  members  at  very  advanced 
ages,  which  deficit  they  planned  would  be  met  by  gains  from 
mortality,  interest,  and  forfeitures. 

These  readjustments  were  the  cause  of  the  establishment  of 
reserve  funds  by  all  the  societies.  No  promise  was  made,  or  in 
fact  could  be  made,  under  the  provisions  of  the  law,  to  return  the 
members'  accumulations  in  case  of,  lapse.  Thus  we  see  a  great 
system  of  life  insurance  forfeiting  the  excess  payments  of  their 
members  who  were  so  unfortunate  as  to  lapse,  in  spite  of  the  fact 
that  this  same  system  was  largely  founded  upon  opposition  to  the 
practice  of  forfeiture  by  the  tontine  systems  of  the  old  line 
companies. 

In  1900  the  Congress  decided  to  recommend  to  the  legislatures 
that  no  societies  be  allowed  to  organize  which  did  not  provide  for 
N.  F.  C.  rates. 

Valuations  of  these  societies  were  first  made  in  connection  with 
the  readjustments  mentioned  above.  It  was  not,  however,  until 
the  Mobile  bill  was  agreed  upon  in  19 10  that  there  was  provision 
for  compulsory  valuation  and  therefore  regular  work  for  an  actuary 
in  connection  with  their  management.  A  "  force  "  bill  which  would 
compel  readjustment  to  adequate  rates  was  often  discussed  but 
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has  never  yet  passed.  New  societies  or  old  societies  applying  for 
admission  in  new  states  must  have  rates  based  upon  the  N.  F.  C. 
table  with  4  per  cent  interest  or  some  higher  standard.  Many  old 
societies  are  therefore  now  operating  on  rates  less  than  those 
provided  for  new  societies.  I  mention  this  because  the  Associated 
Fraternities  of  America  was  organized  to  combat  this  bill  and  in  the 
course  of  their  opposition  drew  up  a  new  bill  one  feature  of  which 
deserves  our  consideration.  They  provided  for  the  non-forfeiture 
of  the  contributions  to  the  reserve  fund  by  allowing  "extended, 
paid-up,  or  other  benefits  to  members,  provided  that  such  benefit 
shall  in  no  case  exceed  the  amount  which  would  be  purchasable 
under  the  American  Experience  Table  of  Mortality " 

Between  1903  and  19 10  conferences  were  held  with  the  insur- 
ance commissioners.  Nothing  was  accomplished  until,  under 
threat  of  action  by  departments  under  provisions  of  the  existing 
law,  the  conferees  drew  up  the  Mobile  bill  in  19 10.  This  was 
followed  a  little  later  by  the  New  York  Conference  bill. 

Both  of  these  laws  provide  for  annual  valuation  as  an  educa- 
tional measure.  The  annual  statement  blank  has  included  sched- 
ule 6  for  a  number  of  years.  This  shows  the  insurance,  deaths, 
and  premiums  received  by  attained  age,  and  was  designed  to  show 
the  young  men  that  they  were  paying  a  large  share  of  the  cost 
of  the  older  members'  insurance.  This  schedule  has  done  little 
actual  good,  but  has  caused  the  secretaries  of  the  societies  more 
trouble  than  any  other  part  of  the  statement. 

\'aluations  have  proved  to  be  a  greater  suc(^ess  in  an  educational 
way.  The  societies  have  had  for  the  first  time  a  true  balance  sheet. 
The  officers  of  an  organization  who  see  all  proved  claims  paid  are 
not  much  disturbed  by  a  balance  sheet  showing  an  apparent  surplus 
of  well  over  a  million  dollars.  When  the  valuation  balance  sheet 
shows  a  deficit  of  several  more  millions  than  the  assets  on  hand,  the 
officers  and  members  become  more  interested  in  the  matter  of 
adequacy. 

The  publication  of  these  reports  has  compelled  many  societies 
to  readjust  their  rates,  though  more  probably  have  readjusted 
because  of  insufficient  income  than  from  the  compulsion  of 
valuation  to  date.  The  Mobile  bill  and  the  New  York  Conference 
bill  will  compel  many  readjustments  in  the  next  three  years. 
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There  are  three  principal  methods  of  readjustment  in  use  today, 
each  of  them  having  innumerable  variations  in  detail  and  each 
society  offering  many  options. 

One  that  has  been  used  frequently  is  an  increase  in  the 
premiums  on  all  members  to  the  adecjuate  rate  for  the  benefit 
promised.  Many  times  it  has  failed  to  make  the  societies  solvent, 
as  concessions  were  almost  invariably  made  to  the  older  members. 
Too  great  dependence  has  been  placed  on  mortality  savings  and 
excess  interest  as  means  of  making  up  for  these  concessions.  In 
other  words,  the  readjustment  really  never  made  the  societies 
involved  truly  solvent.  Other  societies  have  been  made  insecure 
by  the  great  and  prolonged  adverse  selection  due  to  the  withdrawal 
of  good  lives  when  the  new  rates  were  applied.  This  method  of 
readjustment  seems  to  have  been  most  popular  in  about  1903  and 
1904. 

Some  societies  are  now  using  the  accumulated  funds  on  hand 
to  reduce  the  amount  of  the  increased  premium  by  applying  the 
share  of  each  individual  to  purchase  an  annuity  for  his  benefit. 
Thus  if  the  new  rate  be  $2  .30  per  month  he  may  be  allowed  such 
an  amount  that  his  net  payment  need  be  only  $1 .85  per  month, 
the  balance  coming  from  the  funds  on  hand  at  date  of  readjustment. 

A  variation  of  this  method  adopted  by  one  large  society  was 
the  levying  of  a  single  extra  assessment  amounting  to  the  deficiency 
on  the  certificate.  The  assessment  was  allowed  to  stand  at  the 
valuation  rate  of  interest  as  a  lien  if  not  paid  in  cash.  These  liens 
varied  in  amount  from  $100  to  $260  per  $1,000. 

Many  societies  adopted  a  second  method — the  writing  of  all 
new  business  upon  adecjuate  rates  and  leaving  the  old  business 
alone.  I  know  of  only  one  society  which  has  successfully  used  this 
scheme.  The  gains  from  the  new  business  written  in  this  society 
have  been  more  than  sufficient  to  balance  the  loss  from  lack  of 
interest  on  the  deficit  of  the  old  business.  This  order  of  women 
has  a  common  benefit  fund,  I  understand,  but  sets  aside  the  reserve 
on  the  new  business — the  balance  after  setting  aside  this  reserve 
and  paying  claims  of  both  classes  is  turned  in  to  the  reserve  of  the 
deficient  class.  All  the  other  societies  with  which  I  am  familiar 
have  had  to  re-rate  the  old  business  later,  or  will  have  to  in  the 
future,  by  calling  extra  premiums  or  otherwise. 
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A  modification  of  the  foregoing  method  has  proved  more 
successful.  The  new  business  is  completely  segregated,  separate 
accounts  being  kept  of  all  receipts  and  expenditures  other  than  for 
expense  purposes.  Opportunity  is  given  the  member  on  inade- 
quate rates  to  transfer  to  the  new  rates.  The  inadequate  class  is 
closed  and  extra  assessments  are  levied  to  meet  the  mortality. 
Finally  all  are  transferred,  or  when  there  are  but  few  members  left 
they  are  forced  up  to  adequate  rates.  This  method  is  not  pleasant, 
but  is  more  certain  in  its  results,  as  the  greatest  part  of  the  adverse 
selection  falls  upon  the  closed  class.  The  society  should  be  able 
to  work  out  of  its  difficulties  in  this  way  and  become  completely 
solvent. 

When  the  society  has  considerable  accumulated  funds  on  hand 
it  is  usual  in  adopting  the  foregoing  method  to  apportion  the  funds 
in  some  way  so  that  the  burden  will  not  be  quite  so  great.  The 
simplest  plan  is  to  provide  that  no  extra  assessments  be  levied  until 
the  funds  on  hand  have  been  reduced  to  a  certain  sum.  A  certain 
amount  may  be  apportioned  to  each  individual  and  his  extra 
assessments  paid  out  of  his  credit  so  long  as  it  is  sufficient. 

The  third  method  has  been  well  described  to  this  Institute. 
It  assumes  that  each  member  is  entitled  to  protection  for  the  face 
amount  of  his  certificate  for  as  long  a  time  as  his  premiums  will  pay 
the  cost.  To  this  end  his  premiums  in  excess  of  current  cost  are 
accumulated  for  his  benefit.  When  the  credit  thus  established  is 
exhausted  the  member  usually  is  given  the  option  of  paying  a  level 
rate  at  attained  age  or  a  step  rate. 

A  variation  of  this  method  is  now  being  used  to  some  extent. 
The  actuary  makes  an  examination  of  the  rates  and  experience  to 
determine  how  many  years  of  term  insurance  can  be  purchased  by 
the  premiums  being  paid.  For  example  the  premium  being  charged 
at  age  thirty-five  may  be  adequate  for  a  twenty-five-year  term  and 
the  premium  for  age  fifty  for  a  fifteen-year  term.  These  rates 
were  doubtless  considered  to  be  whole  life  rates  when  adopted. 
Legislation  is  then  adopted  which  has  the  effect  of  changing  the 
certificate  to  one  for  a  term  of  years  renewable  at  an  increased 
premium.     As  such  it  is  valued  as  a  term  certificate. 

Both  the  accumulation  method  and  the  variation  above 
described  are  open  to  the  serious  objection  that  while  they  are 
equitable  they  allow  the  members  to  continue  their  insurance  with 
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a  false  sense  of  security.  No  society  so  far  has  had  much  experience 
with  the  members  whose  credits  have  become  exhausted  and  who 
are  rriade  to  pay  the  higher  rates.  These  members  will  be  well 
scattered  and  unable  to  organize,  but  their  dissatisfaction  will  be 
very  great.  It  is  well  known  that  the  step  rate  is  impracti- 
cable in  old  age,  and  yet  that  is  what  will  be  applied  to  these 
members. 

I  have  shown  above  the  principal  methods  used  by  the  societies 
to  improve  their  financial  standing  and  to  comply  with  the  state 
laws.  All  of  these  methods  contemplate  the  writing  of  new  busi- 
ness upon  adequate  rates,  and  the  Mobile  and  New  York  Confer- 
ence bills  provide  that,  if  the  society  does  not  readjust,  the  new 
business  must  be  written  on  adequate  rates  and  the  contributions 
segregated. 

The  societies  have  always  been  able  to  sell  cheap  insurance, 
but  now  they  are  being  forced  to  charge  much  higher  premiums. 
Nonforfeiture  values  have  never  been  popular  among  fraternalists, 
but  the  compulsion  .of  high  premiums  is  rapidly  introducing  them. 
When  a  society  is  forced  to  charge  $1 .05  per  month  for  a  whole  life 
certificate  which  does  not  provide  for  non-forfeiture  values,  but 
can  promise  these  values  if  it  charges  $1 .20  per  month,  it  will  not 
be  long  before  it  is  using  non-forfeiture  as  an  argument  in  the  field. 

The  laws  of  nearly  all  the  states  contain  a  provision  similar 
to  the  following: 

Section  5,  Subsection  2.  Any  society  which  shall  show  by  the  annual 
valuation  hereinafter  provided  for  that  it  is  accumulating  and  main- 
taining the  reserve  necessary  to  enable  it  to  do  so,  under  a  table  of  mortal- 
ity not  lower  than  the  American  Experience  Table  and  4  per  cent  interest 
may  grant  to  its  members  extended  and  paid-up  protection,  or  such  with- 
drawal equities  as  its  constitution  and  laws  may  provide;  provided  that 
such  grants  shall  in  no  case  exceed  in  value  the  portion  of  the  reserve 
to  the  credit  of  such  members  to  whom  they  are  made. 

This  paragraph  is  enabling  the  fraternal  societies  to  compete 
with  the  legal  reserve  companies.  Other  sections  of  the  law  compel 
premiums  nearly  as  high  as  those  of  the  companies,  and  this  section 
authorizes  the  granting  of  benefits  which  will  make  the  certificates 
with  higher  premium  rates  attractive.  Several  societies  are 
making  use  of  these  new  privileges,  and  it  will  only  be  a  matter 
of  time  when  the  law  will  compel  the  granting  of  such  values. 
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This  section  is  worthy  of  notice  too  because  it  undoubtedly 
will  open  the  way  for  the  issuance  of  endowments,  i.e.,  the  with- 
drawal equity  may  be  the  face  of  the  certificate. 

The  phraseolog\'  of  this  section  has  always  impressed  me  as 
being  very  peculiar.  You  will  notice  that  it  refers  to  a  society 
accumulating  the  reserve.  No  provision  is  made  in  the  law  for  the 
examination  of  rates  and  certificates.  The  accumulation  of  the 
reserve  is  the  test.  No  method  of  calculating  the  reserve  is 
specified.  I  understand  that  there  is  one  society  with  rates  based 
upon  the  N.  F.  C.  table  with  5  per  cent  interest,  the  certificates  of 
which  are  non-forfeitable,  and  which  is  maintaining  the  American 
4  per  cent  reserve.  Manifestly  it  cannot  accumulate  sufficient 
funds  so  that  it  can  value  prospectively  using  the  present  value  of 
premiums  charged  as  the  asset  item.  It  must  therefore  be  using 
the  reserve  calculated  by  assuming  that  the  mathematically  correct 
premium  is  being  collected.  There  is  grave  danger  that  many  of 
these  societies  may  not  be  able  permanently  to  accumulate  these 
reserves. 

There  are  three  methods  in  use  among  the  societies  now  to 
calculate  premimns  for  so-called  American  Experience  certificates. 
Much  opposition  to  a  redundant  rate  may  naturally  be  expected, 
and  therefore  few  societies  are  using  the  net  premiums  of  the 
American  Experience  Table  loaded  sufficiently  for  expenses.  The 
laws  provide  that  it  be  clearly  indicated  what  part  of  the  premium 
is  used  for  expenses,  and  also  that  that  part  which  may  be  so  used 
shall  be  segregated  in  bookkeeping  and  bank  accounts  from  the 
benefit  funds.  As  a  result  the  addition  of  sufficient  loading  to  the 
net  premium  makes  a  redundant  premium,  at  least  at  the  younger 
ages.  This  forces  the  use  of  dividends  which  are  unpopular  among 
fraternalists  because  the  societies  have  always  insisted  upon  a 
minimum  rate.  Three  or  four  societies  are  now  offering  certificates 
of  membership  providing  for  the  refund  of  the  excess  collected. 
This  is  the  ideal  system,  and  the  principal  distinction  between  the 
insurance  contract  of  the  old  line  company  and  of  the  fraternal 
society  is  that  the  former  was  a  closed  contract  and  the  latter  an 
open  one.  The  fraternalist  has  always  argued  that  the  ideal  way 
was  to  charge  a  minimum  rate  and  levy  extra  assessments  if  needed. 
Nearly  everyone  is  convinced  now,  however,  that  the  levying  of 
extra  premiums  is  impractical.     As  these   societies  are  mutual 
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associations  the  ultimate  method  adopted  will  doubtless  be  the 
redundant  premium  with  provision  for  distribution  of  surplus  to 
accrue.  Substantial  justice  is  thus  rendered  and  there  is  little 
encouragement  to  extravagance  if  the  di\idends  be  payalile 
annually  and  the  rates  are  kept  low. 

A  second  method  of  calculating  rates,  but  one  not  much  used, 
is  similar  to  the  plan  of  non-participating  companies.  The  net 
premium  is  loaded  a  small  amount  and  all  is  considered  availaljle 
for  expenses  after  the  claims  are  paid  and  the  reserves  established. 
One  large  Canadian  society  is  using  this  plan,  but  I  doubt  if  it 
would  be  permitted  by  the  state  departments  if  attempted  by  a 
domestic  concern. 

A  third  method  which  is  being  used  more  and  more  to  enable 
societies  to  grant  non-forfeiture  values  is  to  select  such  a  net  pre- 
mium that  it  will  provide  for  current  mortality  at  a  lower  rate 
than  that  indicated  by  the  American  Table,  but  will  also  accumu- 
late the  reserve  required  if  true  American  4  per  cent  net  premiums 
were  being  used. 

I  am  afraid  that  there  will  be  great  disappointments  in  societies 
where  the  current  mortality  may  increase,  thus  leaving  insufficient 
reserve.  The  law  should  provide  some  supervision  over  rates  as 
well  as  over  reserves.  However,  even  the  best  of  our  state  depart- 
ments have  insufficient  resources  to  pass  critically  upon  rates.  The 
situation  will  become  critical  in  many  societies  because  they  are 
doing  practically  an  industrial  business.  An  examination  costing 
one  dollar  is  deemed  sufficient  by  many  of  the  societies,  and  no 
effort  is  made  to  inspect  the  risks.  In  past  years  the  local  lodge 
made  an  extensive  investigation  as  to  a  man's  habits,  but  this  is 
now  the  exception  rather  than  the  rule.  Many  fraternals  operate 
now  in  the  factory  district  where  they  are  sure  to  experience  a  higher 
mortality  than  in  the  country  villages  and  towns. 

One  of  the  revolutionary  effects  of  development  of  this  kind 
has  to  do  with  the  representative  government  of  these  societies. 
In  many  of  the  societies  now,  and  in  all  a  short  time  ago,  the  most 
technical  subjects  were  discussed  and  decided  by  the  delegates 
selected  by  the  local  lodges.  Such  matters  as  a  list  of  prohibited 
occupations  and  the  form  of  application  and  benefit  certificate  were 
decided  at  the  supreme  lodge  meetings  with  little  or  no  reference 
to  even  such  experts  as  were  available.     Now  more  and  more 
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detail  is  being  left  to  executive  committees  and  boards  of  trustees, 
who  are  meeting  more  frequently  and  are  calling  upon  actuaries, 
medical  directors,  and  counsel  to  give  their  advice  about  such 
matters. 

The  fraternal  societies  are  thus  ever  changing  to  meet  new 
conditions.  There  will  be  startling  developments  in  the  next  ten 
years.  The  war  may  last  long  enough  to  prove  the  wisdom  of  the 
open  contract — of  course  most  companies  now  leave  their  contracts 
open  so  far  as  military  service  is  concerned. 

The  writer  is  of  the  opinion  that  these  societies  now  in  the 
process  of  change  will  eventually  take  their  places  as  the  economical 
administrators  of  a  vast  amount  of  insurance — most  of  the 
premiums  being  payable  monthly.  The  possibilities  of  developing 
the  sale  of  old-age  benefits  and  deferred  annuities  have  hardly  been 
considered  by  the  societies  as  yet. 
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CERTAIN  ACTUARL\L  ASPECTS  OF  WORKMEN'S 
COMPENSATION  INSURANCE 

By  win  field  W.  GREENE 

Stripped  of  its  embellishinents,  the  life  insurance  contract 
involves  two  reciprocal  obligations:  (i)  upon  the  part  of  the 
insured,  to  pay  to  the  company  annually  throughout  a  specified 
term  a  specified  amount:  (2)  upon  the  part  of  the  company,  to 
pay  a  stipulated  sum  to  the  beneficiary  upon  the  death  of  the 
insured  during  the  life  of  the  policy. 

"Endowment,"  "continuous-instalment,"  and  "disability- 
benefit"  features  of  the  life  contract,  while  not  "life  insurance" 
in  the  narrow  sense,  rest  upon  principles  which  are  mere  elabora- 
tions of  life-insurance  technique,  which  is  in  its  essence  exceedingly 
compact. 

Granting  that  the  present  practice  of  compensation  insurance 
is  vastly  cruder  than  that  of  life  insurance,  are  not  the  fundamentals 
of  the  newer  business  infinitely  more  complex  ?  The  compensation 
contract,  like  the  life  contract,  involves  reciprocal  obligations, 
which  we  shall  attempt  to  sunmiarize. 

1.  The  "assured"  (employer)  binds  himself  to  pay  the 
" carrier  "  a  specified  percentage  of  the  "pay-roll"  actually  expended 
(by  the  assured)  during  the  "policy  period"  (usually  one  year, 
although  at  any  time  the  policy  may  be  canceled  upon  due  notice 
by  either  party).  This  percentage,  or  "rate,"  is  diflferent  for  each 
kind  of  work  performed,  and  consequently  it  is  generally 
necessary  to  secure  a  "division  of  pay-roll"  as  between  several 
"classifications." 

2.  The  carrier  agrees,  as  respects  injuries  (including  death) 
occurring  to  employees  of  the  assured  in  the  course  of  their  employ- 
ment during  the  policy  period,  to  pay  to  such  employees  or  their 
dependents  the.  compensation  provided  by  the  Workmen's  Com- 
pensation Act.'    The  "coverage"  of  the  poHcy  is  not  invalidated, 

I  The  carrier,  if  a  private  company,  further  agrees  to  indemnify  the  assured 
for  damages  for  which  he  is  legally  liable  because  of  such  injuries.  In  most 
compensation  states  this  "employers'  liability"  feature  of  the  policy  is  relatively 
unimportant. 
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speaking  broadly,  by  changed  conditions  in  the  ''risk"  either  as  to 
personnel  or  nature  of  work  performed. 

At  first  blush  the  two  types  of  contract  appear  similar,  because 
in  each  the  transaction  is  for  the  benefit  of  a  third  party  who  does 
not  usually  pay  the  premium.  This  resemblance  is  but  superficial, 
as  compensation  insurance  is  effected  for  the  financial  protection 
of  the  employer  as  well  as  for  the  benefit  of  his  employees ;  and  the 
"beneficiaries"'  of  the  compensation  policy  are  themselves  sub- 
jected to  the  physical  hazards  insured  against.  That  the  compen- 
sation contract  is  of  the  two  the  more  involved  in  structure  and 
uncertain  in  eventuation  becomes  increasingly  obvious  if  we 
attempt  to  compare  certain  well-known  life  insurance  concepts 
with  those  of  compensation  insurance. 

Mortality  table. — In  life  insurance  it  is  possible  to  use  one 
"mortality  table"  for  all  lives.  Even  substandard  and  extra- 
hazardous risks  may  be  related  to  this  table  by  appropriate  ad- 
justment of  the  "age  of  entry."  An  contraire,  the  "accident 
frequency''  (number  of  work  accidents  per  1,000  full-time  workers 
per  year)  of  compensation  insurance  is  extremely  variant  as  between 
occupations,  and  subject  to  violent  fluctuations  both  local  and 
general.  In  present  practice  the  "accident  frequency"  cannot  be 
disentangled  from  the  "pure  premium"  (ratio  of  losses  incurred  to 
pay-roll  earned),  which  latter  function  implicitly  involves  the 
current  wage  rates,  the  distribution  of  accidents  by  nature  of  injury, 
and  the  entire  benefit  scale  of  the  Compensation  Act.  As  yet  a 
dependable  accident  frequency  table  by  age  of  the  exposed  has  not 
been  developed,  for  even  a  single  classification,  and  if  available 
would  be  of  only  slight  practical  value,  since  difficulties  in  dividing 
the  pay-roll  make  it  exigent  to  charge  one  rate  for  the  entire 
classification;  and  the  possibility  of  employing  one  table  for  all 
classifications  is  extremely  remote  because  of  the  greater  variation 
in  frequency  between  occupations  than  between  ages. 

Face  of  the  policy. — This  corresponds  to  the  loss  incurred  by  the 
carrier  because  of  a  single  accident;  which  is  a  complex  function 
involving  the  physical  eft'ect  of  the  accident  upon  the  employee, 
his  yearly  earnings,  his  marital  condition  (if  death  results  from  the 
accident),  and  the  benefit  provisions  of  the  Compensation  Act. 
Ergo,  the  compensation  policy  carries  an  infinite  number  of  "face 
amounts,"  running  from  Si  .00  for  a  slight  scratch  requiring  "med- 
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ical"  only,  to  $5,000.00  for  a  death  "with  dependents,"  or  $200,- 
000.00  for  a  catastrophe  destroying  several  score  lives;  and  even 
the  occurrence  of  a  catastrophe  does  not  "release"  the  reserve 
(unearned  ])remium). 

Premium  reserve. — This  very  "Gibraltar''  of  actuarial  science 
is,  in  compensation  insurance,  replaced  by  the  "unearned 
premium,"  which,  as  in  fire  insurance,  is  merely  the  unexpired 
portion  of  the  "written"  or  "advance"  premium  and  is  roughly 
comparable  to  the  reserve  under  a  yearh-  renewable  term  policy 
computed  without  regard  to  the  interest  rate  as  of  a  date  other 
than  the  anniversary  of  the  policy.  The  advance  premium, 
although  bearing  no  consistent  relation  to  the  premium  as  finally 
determined  upon  audit,  is  generally  an  underestimate.  Con- 
sequently, if  the  manual  rate  accurately  reflects  the  ratio  of 
expected  loss  to  pay-roll,  the  "unearned  premium"  is  generally  an 
inadequate  measure  of  the  ex]Dected  future  loss  under  the  policy; 
but  this  inadequacy  is  counterbalanced  by  the  excess  of  the 
premiums  which  have  been  actually  earned  over  the  expired  portion 
of  the  premiums  written.  Obviously  adequacy  of  the  "unearned 
premium"  reserve  is  impossible  if  the  premium  rates  employed  are 
on  the  average  inadequate. 

Compensation  insurance  has  its  genesis  in  a  pubhc  need. 
Life  insurance  has  de\eloped  in  response  to  the  needs  of  the 
individual  members  of  society.  Compensation  insurance  may  be 
so  analyzed  as  to  reveal  a  certain  theoretic  parallelism  between  the 
two  institutions.  Nevertheless,  according  to  all  present  concepts, 
the  insurance  unit  in  the  compensation  field  is  the  enterprise  or 
"establishment,"  and  not  the  single  human  life — a  fact  which 
precludes  placing  much  emphasis  upon  certain  elements  of  theory 
which  have  received  a  great  deal  of  attention  in  the  life  business. 
For  example,  the  essential  simpHcity  of  the  life  insurance  contract 
and  its  relatively  permanent  tenure  make  the  interest  rate  second 
in  importance  only  to  the  mortality  rate  in  life  insurance  theory. 
In  compensation  insurance  the  symbol  "i"  is  conspicuous  only  by 
its  absence,  and,  except  in  the  computation  of  loss  reserves  for 
death  and  permanent-disability  benefits,  the  interest  rate  is 
relegated  to  the  ignoble  position  of  a  "margin  of  safety." 

The  rate  problem  in  compensation  insurance  may  be  appropri- 
ately introduced  by  one  more  comparison.     In  the  life  field,  state 
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supervision  is  directly  primarily  toward  the  reserves,  principally 
the  premium  reserve.  Indirectly  this  supervision  accomplishes  a 
sufl&cient  control  over  premiimi  rates.  In  compensation  insurance 
the  ''loss  reserve"  (which  corresponds  to  the  "unpaid  losses''  of  a 
life  company)  bulks  larger  than  the  premium  reserve  and  is  more 
difficult  of  accurate  determination.  In  fact,  by  present  methods 
supervising  authority  cannot  even  approximately  verify  the 
financial  status  of  a  casualty  company  without  an  exhaustive 
examination,  and  this  status  may  suffer  tremendously  between 
examinations  unless  adequate  rates  are  at  all  times  charged. 
Accordingly,  supervision  of  rates  as  to  "adequacy"  is  a  principle 
which  has  been  quite  generally  adopted,  and  where  in  vogue  may 
be  regarded  as  at  least  co-ordinate  with  supervision  as  to  reserves. 
This  rate  supervision  t\'pically  includes:  (a)  Review  of  rates  for 
compensation  insurance  by  the  insurance  commissioner,  who  is 
given  power  to  withhold  his  approval  as  to  such  rates  as  are 
regarded  by  him  as  inadequate,  {h)  Verification  of  the  actual  use 
by  the  carriers  of  the  approved  rates,  through  a  "bureau"  compris- 
ing in  its  membership  all  carriers  authorized  to  write  compensation 
business  in  the  jurisdiction.  For  this  purpose  copies  of  all  com- 
pensation policies  are  filed  with  the  bureau  for  examination,  and 
all  departures  from  "manual"  (schedule  rates)  are  determined  by 
the  bureau  upon  basis  of  reports  made  by  bureau  inspectors, 
(c)  The  experience  of  the  carriers  is  compiled  yearly  by  the  insur- 
ance department,  and  rates  are  periodically  revised  upon  basis 
of  this  experience. 

The  attitude  of  state  authority,  as  well  as  the  rapidly  changing 
conditions  in  the  compensation  field  necessitating  frequent  rate 
revisions,  has  thus  far  focused  actuarial  attention  upon  the  develop- 
ment of  rate-making  technique;  which  leads  us  to  consider  the 
nature  of  the  formula  for  the  net  or  "pure  premium"  of  compen- 
sation insurance. 

As  previously  stated,  if  x  =  pure  premium,  then 

where  I,  =  losses  incurred  in  a  stated  classification  during  a  stated 

period, 
and      P  =  pay-roll  earned  in  the  same  classification  during  the 

same  period. 


1918I        Actuarial  Aspects  of  Workmen  s  Insurance  41 

In  calculating  rates  we  are  confronted  with  a  discouraging 
paucity  of  data  for  the  great  majority  of  manual  classifications, 
of  which  there  are  some  1,300.  Accordingly  classifications  cover- 
ing similar  occupations  or  industrial  processes  and  involving 
reasonably  comparable  hazards  are  combined  for  rate-making 
purposes.  Even  so  it  is  usually  imperative  to  combine  the  expe- 
rience results  from  a  number  of  states,  which  implies  the  following: 

,  .  ljd,+ljd,+  ....  +ln/dn 

pi+p2-r  •  .  .  ■  -rpn 
where,  for  the  classification  group  in  question, 

/„  =  losses  incurred  in  state  n, 

d„  =  "]a.\v  difTerential"  or  ratio  of  cost  of  benefits  of  com- 
pensation law  of  state  n  to  cost  of  a  certain  "basic"  act, 
/>„=pay-roll  earned  in  state  n, 
and  7ri  =  basic  pure  premium. 

Heretofore  d„,  the  law  differential,  has  been  computed  by  a 
theoretical  statistical  method  involving  the  use  of  the  Standard 
Accident  Table  developed  by  Dr.  I.  M.  Rubinow.  This  table, 
based  largely  upon  European  experience,  exhibits  the  distribution 
of  accidents  by  duration  of  disability,  with  respect  to  a  radix  of 
100,000.  The  original  compensation  law  of  Massachusetts  has 
been  employed  as  the  "basic"  act;  that  is,  the  cost  of  the  Massa- 
chusetts act  as  it  was  before  it  was  substantially  amended,  has  been 
taken  as  unity.  In  future  rate  revisions  it  should  be  possible  to 
compute  rates  more  dependably  and  conveniently  by  reference  to 
some  existing  statute  a?  the  basic  act. 

The  value  of  Tb  obtained  in  (2)  above  is  known  as  the  "basic 
pure  premium."  The  pure  premium  for  state  n  is,  from  the  nature 
of  the  law,  "differential," 

(3)  TTn^TTb  '  dn. 

In  the  most  recent  general  rate  revision,  that  of  1917,  the 
state  pure  premiums  were  almost  universally  modified  as  follows: 

(4)  7r„  =  7ri  •  dn{i-\-a-\-m) , 

where   a  =  percentage  reflecting  increase  in  cost  of  benefits  because 

of  increased  industrial  activity, 
and      w  =  percentage  reflecting  increase  in  cost  of  benefits  because 

of  maturing  of  the  compensation  law. 
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In  explanation  of  the  modification  factor  {i-\-a-\-m)  it  should 
be  remarked  that  current  rates  for  compensation  insurance  are 
based  upon  experience  centering  chronologically  about  the  year 
1914.  Since  that  year  employees  have  generally  become  more 
thoroughly  cognizant  of  the  benefit  provisions  of  the  compensation 
acts,  and  these  statutes  have  been  more  and  more  liberally  inter- 
preted. Meanwhile,  economic  depression  has  been  succeeded 
first  by  general  industrial  activity,  then  by  the  complex  and 
abnormal  conditions  resulting  from  America's  entrance  into  the 
Great  War.  Should  another  rate  revision  soon  take  place  it  may 
be  found  desirable  to  compute  the  values  of  a  and  m  separately  for 
each  of  a  few  broad  groups  of  classifications  rather  than  to  employ 
only  one  factor  for  each  state,  especially  in  view  of  the  widely 
variant  effects  of  war  conditions  as  between  industries.  Also  it 
may  be  desirable  to  include  in  the  "modification  factor"  another 
percentage  reflecting  the  present  advanced  scale  of  wages. 

The  total  pure  premium  tt  may  profitably  be  regarded  as  the 
sum  of  se^•eral  partial  pure  premiums, 

(5)  7r  =  -'-l--^+y+^+^, 

where  L^  =  medical  losses, 

L2  =  temporary-  (or  indeterminate-)  disability  losses, 
1-3  =  permanent  partial-disability  losses, 
L^  =  permanent  total-disability  losses, 
and     L5  =  death  losses. 

These  partial  pure  premiums  may  be  computed  in  about  the 
same  manner  as  are  total  pure  premiums.  For  instance,  in  order 
to  obtain  formulas  for  the  pure  premium  for  death  only,  it  is  but 
necessary  to  redefine  one  symbol  appearing  in  formulae  (2),  (3), 
and  (4)  above,  as  follows: 

dn  =  death  law  differential,  or  ration  of  cost  of  death  benefits 
of  compensation  law  of  state  n  to  cost  of  death  benefits  of  the  basic 
act. 

The  method  of  partial  pure  premiums  is  infinitely  more  elastic 
than  that  of  total  pure  premiums  and  permits  a  closer  adherence 
to  the  indications  of  the  statistical  data  than  has  been  the  rule 
heretofore.  The  volume  of  pay-roll  exposure  necessary  in  order  to 
determine  a  dependable  partial  pure  premium  varies  inversely 
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with  the  ''frequency"  of  the  accidents  creating  such  partial  pure 
premium.  Concretely,  many  individual  classifications  embrace 
within  themselves  an  exposure  suflficient  to  indicate  the  medical 
pure  premium  reasonably  well,  but  few  are  broad  enough  to  be 
autonomic  as  to  death  pure  premium;  and  the  catastrophe  pure 
premium  should  be  determined  by  lumping  the  catastrophe  losses 
of  a  large  number  of  classifications. 

The  paramount  actuarial  problem  of  compensation  insurance 
has  thus  far  been  the  determination  of  ''manual  rates."  Within 
the  limits  of  this  paper  it  is  possible  to  make  but  brief  reference  to 
certain  other  problems  which  have  been  pressing  for  solution. 

Schedule  rating. — With  respect  to  manufacturing  risks  it  is 
customary  as  in  fire  insurance  to  modify  the  manual  rate  by 
charges  and  credits  reflecting  physical  conditions  of  the  plant  as 
determined  upon  inspection.  Schedule  rating  purports  to  deter- 
mine a  more  correct  rate  for  the  individual  risk  than  the  manual 
rate  and  to  encourage  the  adoption  of  safety  devices  and  of  other 
safety  measures  by  the  offer  of  financial  rewards  (through  reduction 
in  rate). 

Experience  rating  purports  to  correct  the  manual  rate  in  the 
light  of  the  actual  experience  of  the  individual  risk,  and,  in  different 
forms,  has  been  in  quite  general  use  from  time  to  time.  A  new 
plan  of  experience  rating  is  now  being  proposed  for  general  use,  in 
which 

(6)  •''■  =  ^+^^(^''-^^' 

where   .v  =  "  experience  rate," 

P  =  manual  rate, 

„  =  pay-roll  earned  by  the  risk  during  a  stated  period, 

X'  =  arbitrary  constant, 
and      /;'  =  indicated  rate,  i.e.,  that  indicated  by  the  actual  experi- 
ence of  the  individual  risk. 

In  the  foregoing  „P  obviously  equals  the  earned  premium  of 
the  risk,  and  the  constant  K  may  be  considered  as  an  arbitrary 
measure  of  the  weight  assignable  to  the  premium  earned  under  the 
entire  manual  classification.  Therefore,  upon  analysis,  the 
experience  rate  as  computed  under  (6)  above  is  found  to  be  the 
weighted  average  of  the  experience  indications  of  the  risk  and  class 
respectively. 
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Both  schedule  rating  and  experience  rating  are  on  trial  as  to 
practicability  and  underlying  soundness.  Theoretically  the  two 
rating  principles  do  not  necessarily  conflict.  The  schedule  rate 
may  be  considered  an  a  priori  measure  of  the  hazard  of  loss,  merely 
a  refinement  of  the  manual  rate  through  a  complex  method  of 
classification;  while  the  experience  rate  is  an  a  posteriori  correction 
of  both  manual  and  schedule  rates  by  testing  them  in  the  light  of 
the  individual-risk  experience. 

Loss  reserves  correspond  to  the  unpaid  losses  in  life  insurance; 
however,  their  accurate  calculation  calls  into  play  the  principles 
employed  in  computing  the  ''premium  reserve"  in  life  insurance, 
and  many  more.  The  legal  basis  of  the  loss  reserve  for  stock 
casualty  companies  rests  principalh'  upon  an  assumed  ratio  of 
losses  incurred  to  premiums  earned.  This  principle  is  obsolete 
and  must  give  way  to  the  ''tabular  method,"  which  has  in  large 
measure  been  introduced  with  respect  to  mutual  companies  and 
state  insurance  funds. 

A  thorough  discussion  of  the  "tabular"  method  would  require 
not  one,  but  several,  papers.  Suffice  it  to  say  that  this  method 
might  involve: 

1.  Death  benefits — use  of  annuity  values,  life  or  temporary-, 
taking  into  account,  not  merely  the  rates  of  interest  and  mortality, 
but,  in  some  instances,  the  rate  of  remarriage. 

2.  Permanent  disabilities — use  of  annuities,  life  or  temporary, 
taking  into  account  substandard  mortality  rate  in  case  of  certain 
injuries. 

3.  Temporary  and  indeterminate  disabilities — use  of  annuity 
table  of  peculiar  t^-pe,  wherein  rate  of  recover\'  plays  greater  part 
than  either  interest  or  mortality. 

The  employers  and  employees  of  this  country  are  now  observing 
the  operations  of  stock  companies,  mutual  associations,  ''competi- 
tive" state  funds,  and  monopolistic  state  funds  in  the  compensation 
field.  This  competition  between  rival  types  of  insurance  carrier 
has  undoubtedly  been  a  powerful  stimulus  to  experimentation  and 
consequent  progress.  Under  these  conditions  the  compensation 
actuary  has  been  constantly  facing  new  problems,  as  he  will  be  for 
decades  to  come.  In  the  adaptation  of  the  mechanism  of  social 
insurance  to  the  public  need  actuaries  should  play  an  increasingly 
important  part,  and  among  these  actuaries  will  be  many  trained 
in  the  thorough  school  of  life  insurance. 
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NOTE  ON  LIABILITY  TO  DEATH  FROM  ACCIDENT 

By  H.  \V.  BUTTOLPH 

The  question  of  liability  to  death  from  accident  seems  to  have 
received  less  attention  from  life  companies  than  its  constantly 
growing  importance,  because  of  the  increasing  number  of  contracts 
containing  double-indemnity  benefits,  would  seem  to  demand. 

In  an  effort  to  secure  as  much  information  as  possible  on  this 
subject,  I  recently  undertook  an  analysis  of  the  information  along 
this  line  given  in  the  mortality  statistics  published  by  the  Bureau 
of  the  Census  for  the  years  191 1  to  1915  inclusive,  the  results  of 
which  may  be  of  interest  to  some  of  the  members  of  the  Institute. 

As  those  who  have  examined  these  reports  of  the  Census 
Bureau  will  doubtless  remember,  the  deaths  in  the  registration  area 
are  classified  according  to  cause,  sex,  and  age  of  decedent,  the 
classification  as  to  age  being  in  five-year  groups.  This  appeared 
to  be  an  entirely  satisfactory  classification  for  my  purpose,  but 
unfortunately  like  information  regarding  those  exposed  to  risk 
was  not  available,  the  only  item  given  being  the  total  population 
of  the  registration  area. 

The  method  adopted  for  overcoming  this  difficulty  will  doubt- 
less appear  rather  crude  in  some  particulars,  but  none  better 
suggested  itself  and  the  final  results  proved  reasonably  satisfactory. 

From  the  tables  appearing  on  pages  16  to  21  inclusive  of  the 
United  States  Life  Tables  as  published  by  the  Bureau  of  the 
Census  in  1916,  a  calculation  was  made  to  determine  the  ratio  of 
male  births  to  female  births.  Based  upon  this  ratio  the  absolute 
number  of  male  and  female  births  necessary  to  maintain  the 
population  of  the  registration  area,  when  applied  to  the  tables 
referred  to  above,  was  ascertained,  and  from  these  same  tables 
the  lives,  male  and  female,  were  separated  into  the  required  age 
groups. 

I  had  always  entertained  an  idea,  which  I  believe  to  be  generally 
prevalent,  to  the  effect  that  there  were  a  greater  number  of  female 
births  than  male  births,  and  I  was  somewhat  disturbed  to  find 
that  the  result  of  my  calculations  indicated  the  reverse.     It  may 
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therefore  be  interesting  to  note  that  after  this  calculation  was 
made  the  Bureau  of  the  Census  published  its  first  annual  report  on 
birth  statistics,  in  which  it  is  stated  that  "for  some  unknown  reason 
statistics  almost  invariably  show  more  male  births  than  female," 
and  this  same  report  shows  a  difference  of  less  than  i  per  cent 
between  the  actual  distribution  of  births  and  that  theoretically 
ascertained  by  me. 

It  was  full}'  realized  that  the  method  adopted  for  determining 
the  age  distribution  among  the  general  population,  to  which  the 
mortality  statistics  apply,  undoubtedly  resulted  in  assigning  too 
few  to  the  younger  ages  and  too  many  to  the  older  ages.  It  was 
thought,  however,  that  this  error  would  not  be  prejudicial  to  the 
practical  purpose  for  which  the  information  was  desired,  but 
because  of  it  one  should  not  rely  upon  the  results  shown  for  the 
more  advanced  ages. 

As  it  is  believed  that  in  the  practical  consideration  of  this 
subject  some  attention  should  be  given  to  the  number  of  deaths 
from  homicide  and  suicide,  the  statistics  regarding  these,  gathered 
from  the  same  source,  were  included  in  the  investigation. 

The  accompanying  tables  are  given  without  further  expla- 
nation. 

There  was  recently  published  in  the  Casualty  Review  a  brief 
statement  of  the  experience  of  the  life  department  of  the  Traveler's 
Insurance  Company  relative  to  deaths  from  accidental  causes 
which  covered  a  period  of  fifteen  years  (1902  to  1916  inclusive) 
and  showed  1,364  deaths  out  of  an  exposure  of  1,412,313  lives,  or  a 
rate  of  o .  9658  per  thousand  of  exposures.  For  the  same  five  years 
covered  by  the  census  reports  above  discussed  this  experience 
shows  a  rate  of  0.9210. 

The  experience  of  the  company  with  which  I  am  connected, 
when  measured  by  amounts  involved,  shows  claims  for  deaths  by 
accident  and  homicide  combined  of  $0.7098  per  $1,000  on  a  total 
exposure  of  $407,339,794,  while  for  the  five  years  191 1  to  1915 
the  rate  has  been  $0.8847. 

A  coincidence  may  be  pointed  out  that  the  last-mentioned  rate 
is  55-757  per  cent  of  the  rate  for  accident  and  homicide  as  shown 
by  the  census  reports  among  males  from  age  twenty  to  age  fifty- 
nine,  while  the  total  mortality  of  the  company  as  shown  by  the 
Gain  and  Loss  Exhibit  for  the  same  period  of  time  has  been  55 .  270 
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TABLE  II 
Deaths 


Ages 


Birth  to  14 
15  to  19. . . 
20  to  29. . . 
30  to  39..  . 
40  to  49.  .  . 
50  to  59. . . 
60  to  64.  .  . 
65  to  69.  .  . 
Over  69 .  .  . 

Total. 

Birth  to  14 
15  to  19. .  . 
20  to  29.  . . 
30  to  39. .  . 
40  to  49. .  . 
50  to  59.  .  . 
60  to  64.  .  . 
65  to  69.  .  . 
Over  69 .  . . 

Total. 

Birth  to  14 
15  to  19.  .  . 
20  to  29. . . 
30  to  39.  .  . 
40  to  49. . . 
SO  to  59.  .  . 
60  to  64.  .  . 
65  to  69.  .  . 
Over  69 .  .  . 

Total . 


1912 


Total 


Accident,  Male 


6,541 

6,661 

7,156 

7,227 

2,466 

2,485 

2,839 

2,514 

7,144 

7,438 

8,131 

7,353 

6,644 

6,510 

7,157 

6,604 

5,711 

5,578 

6,080 

5,699 

4,286 

4,270 

4,550 

4,239 

1,569 

1,525 

1,722 

1,629 

1,193 

1,190 

1,338 

1,315 

2,781 

2,576 

2,784 

2,867 

38,335 

38,233 

41,757 

39,447 

7,305 
2,483 
6,903 
6,596 

5,479 
4,127 
1,552 
1,312 
2,910 


38,667 


34,890 
12,787 
36,969 
33,5" 

28,547 
21,472 

7,997 

6,348 

13,918 


196,439 


Homicide,  Male 


167 

159 

164 

148 

172 

175 

172 

196 

213 

201 

1,078 

1,011 

1,253 

1,404 

1,225 

867 

926 

1,054 

1,095 

1,006 

491 

482 

583 

598 

613 

236 

246 

296 

279 

285 

52 

48 

64 

76 

73 

29 

43 

52 

41 

49 

30 

32 

28 

34 

53 

3,125 

3,119 

3,690 

3,888 

3,677 

810 

957 

5,971 

4,948 

2,767 

1,342 

313 

214 

177 


17,499 


Suicide,  Male 


12 

16 

13 

19 

19 

169 

154 

174 

177 

155 

1,262 

1,297 

1,379 

1,424 

1,384 

I, .581 

1,518 

•1,591 

1,735 

1,737 

1,603 

1,540 

1,595 

1,771 

1,865 

1,440 

1,506 

1,501 

1,683 

1,714 

494 

525 

579 

607 

666 

361 

361 

390 

416 

489 

467 

509 

487 

534 

573 

7,389 

7,426 

7,709 

8,366 

8,602 

79 
829 
6,746 
8,162 
8,374 
7,844 
2,871 
2,017 
2,570 

39,492 
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Birth  to  14 
15  to  19 
20  to  29 
30  to  39 
40  to  49 
50  to  59 
60  to  64 
65  to  69 
Over  69 

Total 


Birth  to  14 
15  to  19 
20  to  29 
30  to  39 
40  to  49 
SO  to  59 
60  to  64 
65  to  69 
Over  69 

Total 


Birth  to  14 
IS  to  19 
20  to  29 
30  to  39 
40  to  49 
50  to  S9 
60  to  64 
65  to  69 
Over  69 


Total 


Total 


Accident,  Female 


4,114 
437 
954 
803 

78s 
817 
494 
585 
3,334 


4,036 

589 
1,122 

779 
820 
887 
S14 
555 
3,437 


ii,S42   i2,2S4   12,323  1  12,739 


Homicide,  Female 


20,057 
2,337 
4,832 
3,938 
3,922 
4,159 
2,372 
2,771 

i6,2s6 


60,644 


126 

107 

148 

84 

lOI 

84 

299 

324 

349 

212 

234 

227 

96 

119 

96 

36 

43 

49 

10 

10 

II 

4 

6 

9 

10 

IS 

20 

877 

959 

993 

4,446 


Suicide,  Female 


15 
195 
668 
478 
415 
247 
107 
57 
97 


2,279 


14 

18 

74 

247 

204 

1,074 

667 

640 

3,197 

578 1 

589 

2,62s 

397 

495 

2,066 

379  ; 

368 

1,565 

114  i 

93 

490 

76  1 

95 

375 

95 

112 

457 

2,567   2,614  11,923 
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TABLE  III 
Deaths  per  Thousand  of  Exposures 


Ages 


Birth  to  14 
15  to  19. .. 
20  to  29. .  . 
30  to  39.  .  . 
40  to  49.  .  . 
50  to  59. . . 
60  to  64.  .  . 
65  to  69.  .  . 
Over  69 .  .  . 

Total . 

Birth  to  14 
IS  to  19.  .  . 
20  to  29. . . 
30  to  39.  . 
40  to  49. .  . 
50  to  59. . . 
60  to  64.  .  . 
65  to  69.  .  . 
Over  69 .  .  . 

Total. 

Birth  to  14 
15  to  19.  .  . 
20  to  29.  .  . 
30  to  39.  .  . 
40  to  49.  .  . 
50  to  59. . . 
60  to  64.  .  . 
65  to  69.  .  . 
Over  69 .  .  . 

Total. 


0.8801 
I  0349 
I  5565 
15515 


I . 3084 
I. 1798 
1.1158 
I .6961 


0.0225 
•0734 
■2349 
.2025 
.1273 
.0720 

■0391 

.0271 

0.0183 


0.1047 


Accident,  Male 


.8791 
.0230 
.5896 
•4915 
.4187 
.2787 
.1249 
.0917 
•5412 


I . 2839   I . 2561 


0.9163 
II157 
1.6589 
I  5650 
I .4762 
1.3007 
1 .  2125 
1.1718 
I . 5900 


I . 3096 


0.8734 
0.9477 
I  4390 
1-3852 
1-3273 
I . 1624 
I . 1003 
I . 1047 
1-5707 


I. 1867 


0.8652 
0.9173 
1-3239 
I -3559 
I  -  2505 
I . 1090 
1.0273 
I .0801 
1.5623 


I . 1400 


Homicide,  Male 


0.0210 
.0708 
.  2161 
.  2I2I 
.1226 
■0737 
-0354 
-0394 

O.OI91 


o. IQ25 


(.0207 
.0770 

-2556 
■  2305 

.1416 


.0451 
.0455 

.0160 


0.0179 

.0803 
.2748 

.  2297 

.1393 
■0765 
-0513 
•  0344 

0.0186 


0.II58  0.II70 


Suicide,  Male 


0.0016 

0.0021 

0709 

0634 

2750 

2772 

3692 

3477 

4156 

3917 

4396 

4510 

3715 

3873 

3376 

3312 

0 

2848 

0 

3045 

0.2475 

0 . 2440 

0.0016 

.0684 
-2813 
-3521 
-3873 
.4291 
.4077 
-3416 

0.2781 
o. 2418 


0.0023 
.0667 

.2787 
.3639 
■  4125 
.4615 

.4100 

-3495 
0.2925 

0.2517 


0.0023 

•0573 
.2654 

.3571 
.4257 
.4606 
.4408 
.4026 
0.3076 

0.2536 


Total 


0.8797 
1-0055 

I  -  5093 
1.4663 
1.3870 
1.2283 
I. 1268 
1.1125 
I . 5906 


2328 


0.0204 

0 

.0743 

-2349 
.2068 

. 

-1399 

.0766 

•  0483 

' 

.0403 
0.0285 

0 

0.1084 

0 

0204 

0753 
2438 

2165 

1344 
0768 
0441 
0375 

0202 


1098 


0.0020 
.0652 

-2754 
-3571 

.4069 

■4487 
■  4045 

-3535 
0.2937 

0.2478 
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Ages 


191S 


Total 


Accident,  Female 


Birlh  to 
15  to  19 
20  to  29 
30  to  39 
40  to  49, 
50  to  59 
60  to  64, 
65  to  69 
Over  69 , 


14. 


Total.". 


0.5461  0 

.2057 

.2014 

.1825 

5358 
1863 
i960 
1895 

.2020 

193s 

.2613 

2245 

•3399 
.4658   0 
I . 6636   I 

3173 
4552 
5832 

0.4007   0 

3849 

Birth  to  14, 
15  to  19. . . 
20  to  29. . . 
30  to  39.  .  . 
40  to  49. . . 
50  to  59.  .  . 
60  to  64. .  . 
65  to  69. .  . 
Over  69 .  . . 


(.0150 
.0410 

•  0579 
.0429 
.0224 
.0142 
.0050 

•  003s 
).oo47 


Total i  0.0266 


Birth  to  14. 

IS  to  19 

20  to  29. . . 

30  to  39 

40  to  49.  .  .  , 
50  to  59. . . , 
60  to  64.  .  .  , 
65  to  69.  .  .  , 
Over  69 .  .  . 


Total. 


0.0016 
.0912 

•  1433 
.  1222 

•0975 
.0798 
.0610 
.0675 
0.0439 

0.0759 


0.557s 
.1704 
.2123 
.1830 
.1983 
■  2332 
.  2948 
0.4516 
I -573° 


0.5238 
.1729 
•1953 
.1748 
.1859 
.  2210 
.3182 
0.4550 
I  5652 


0.5036 
.2284 
.2250 
.1662 
.1903 
■2351 
•3245 

0.4230 

I  5813 


0.3901 


0.3763   0.3812 


0.5327 
.1929 

•  2063 
.1789 
.1938 

•  2346 

•  3187 
o . 4496 
1. 5921 


0.3863 


Homicide,  Female 


0.0202 
.0480 

•0599 
.0404 
.0209 
.0092 
.0043 
.0068 
0.0077 


0.0278 


.0167 

■0347 
.0638 
.0481 
•0237 
.0101 
.0067 
.0032 
.0049 


0.0279 


>.oi36 
.0400 
.0663 
.0509 
■0279 
.0116 
.0064 
.0047 

).oo7o 


0.0293 


0.0185 
.0326 
.0700 
.0484 

•  0223 

•  0130 
.0069 
.0069 

0.0092 


0.0168 
0390 
.0638 
0463 
.0236 
.0116 
•  0059 
.0050 
0.0068 


0.0297  j  0.0283 


Suicide,  Female 


0.0022 
■0955 
■1325 
.1132 
.  1006 
.0904 
.0640 
•0586 

0.0354 

0.0744 


0.0020  0.0018 

.0804  0977 

.1425  .1365 

.1085  .1259 

.1025  .0940 

.0696  .1025 

.0719  .0734 

.0462  ,  .0591 

0.0475  '•  0.0446 

0.0725  I  0.0784 


0.0022 

0.0020 

.0791 

.0887 

.1284 

.1365 

•  1257 

.  II92 

.1149 

.  I02I 

•0975 

.0883 

•0587 

.0658 

.0724 

.0608 

0.0515 

0 . 0448 

0.0782 


0.0760 
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per  cent  of  the  expected.  In  the  case  of  the  Traveler's  experience 
the  accident  experience  has  been  58.045  per  cent  of  the  same 
standard,  while  thfe  total  mortality  appears  to  have  been  60.336 
per  cent  of  the  expected.  This  seems  to  indicate,  in  so  far  as  such 
statistics  can  be  assumed  to  indicate  anything  trustworthy,  that 
if  the  experience  shown  by  the  census  reports  be  taken  as  a  stand- 
ard, the  actual  experience  among  insured  lives  may  be  expected 
to  show  about  as  favorable  results  as  the  total  mortality  will  show 
when  compared  with  the  standard  mortality  tables  now  in  use. 
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BOOK  REVIEWS 

The  Combination  of  Observations.  By  David  Brunt,  M.A. 
(Cantab.),  B.Sc.  (Wales).  Lecturer  in  Mathematics  at  the 
Monmouthshire  Training  College,  Caerleon,  Mon.  Cam- 
bridge University  Press,  1917.     Pp.  219. 

It  is  the  aim  of  this  book  to  show  how  to  obtain  the  best  interpreta- 
tion of  the  resuUs  of  experiment  by  combining  and  adjusting  observa- 
tions. The  derivation  of  the  normal  or  Gaussian  law  of  error  based  on 
Hagen's  hypotheses  regarding  the  nature  of  errors  is  presented  in  very 
attractive  form.  There  are  given  also  the  Thompson  and  Tait  proof 
and  a  generalized  form  of  Hagen's  proof. 

The  book  may  well  serve  as  an  introduction  to  certain  phases  of  the 
mathematics  of  statistics.  It  includes  Pearson's  generalized  frequency 
curves  first  pubhshed  in  the  Philosophical  Transactions  of  the  Royal 
Society,  186  A.,  p.  343.  These  curves  include  six  types  besides  the 
normal  curve,  but  the  book  makes  no  reference  to  the  five  additional 
types  of  curves  recently  published  by  Pearson.'  A  chapter  is  devoted 
to  a  treatment  of  the  correlation  of  two  systems  of  variates.  This  treat- 
ment is,  in  general,  clear  and  should  serve  a  useful  purpose  in  making 
better  known  to  persons  who  are  applying  these  methods  to  data  the 
nature  of  some  of  the  limitations  that  underlie  the  interpretations  of  cor- 
relation coefficients.  However,  the  reviewer  has  one  criticism  to  offer. 
On  page  155,  using  ;-  for  the  correlation  coefficient,  we  are  told  that  "it 
seems  doubtful  whether  any  serious  meaning  can  be  attached  to  values  of 
/-  which  are  less  than  0.5."  It  seems  to  the  reviewer  that  this  statement 
should  be  modified.  To  be  sure,  the  statement  would  hold  if  the  cor- 
relation coefficient  were  calculated  from  such  a  small  number  of  observa- 
tions that  the  probable  error  of  r  is  not  particularly  small  compared  to  r. 
But  when  the  conditions  under  which  the  formula  for  probable  error  of 
;•  is  derived  are  well  satisfied,  r  may  be  much  smaller  than  0.5  and  have 
decided  significance  if  derived  from  a  large-enough  number  of  observa- 
tions to  make  its  probable  error  small  in  comparison  to  the  value  of  r. 
To  illustrate,  with  the  correlation  coefficient  r=-|-o.i  and  with  a 
probable  error  o. 0001,  the  result,  r  =  o.  i,  should  be  regarded  as  decidedly 
significant  when  we  are  considering  the  question  of  the  existence  of 
correlation  or  of  lack  of  independence  of  the  two  systems  of  variates. 

^Plul.  Trans.,  216  A.,  p.  429. 
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A  useful  chapter  is  devoled  to  harmonic  analysis  from  the  standpoint 
of  least  squares,  including  an  interesting  section  on  a  practical  method  of 
investigating  periodicities.  The  last  chapter  deals  with  the  periodogram, 
including  a  treatment  of  hidden  periodicities. 

H.  L.  RiETZ 

University  of  Illinois 


Empirical  Formulas.  By  Theodore  B.  Running.  Mathematical 
Monographs  edited  by  Mansfield  Merriman  and  Robert  S. 

Woodward,  No.  19.     New  York:     John  Wiley  and  Sons. 

In  the  introduction  to  the  book  the  author  says:  "In  the  results  of 
most  experiments  of  a  quantitative  nature,  two  variables  occur,  such  as 
the  relation  between  the  pressure  and  the  volume  of  a  certain  quantity  of 
gas,  or  the  relation  between  the  elongation  of  a  wire  and  the  force  pro- 
ducing it.  On  plotting  the  sets  of  corresponding  values  it  is  found,  if 
they  really  depend  on  each  other,  that  the  points  so  located  lie  approxi- 
mately on  a  smooth  curve. 

"In  obtaining  a  mathematical  expression  which  shall  represent  the 
relation  between  the  variables  so  plotted  there  may  be  two  distinct 
objects  in  view,  one  being  to  determine  the  physical  law  underlying  the 
observed  quantities,  the  other  to  obtain  a  simple  formula,  which  may  or 
may  not  have  a  physical  basis,  and  by  which  an  approximate  value  of 
one  variable  may  be  computed  from  a  given  value  of  the  other  variable. 

"In  the  first  case,  correctness  of  form  is  a  necessary  consideration. 
In  the  second,  correctness  of  form  is  generally  considered  subordinate  to 
simplicity  and  convenience.  It  is  with  the  latter  of  these  (Empirical 
Formulas)  that  this  volume  is  mostly  concerned." 

The  foregoing  quotation  states  the  purpose  of  the  book,  and  the 
author  has  succeeded  in  giving  a  presentation  of  the  subject  which  is  as 
clear  and  as  free  from  complications  as  it  seems  possible  to  make  it. 
The  author  has  evidently  had  in  mind  that  most  of  those  who  are  working 
with  statistics  are  not  mathematicians  and  has  consequently  given  the 
proofs  and  the  derivation  of  formulas  with  considerable  fulness.  Illus- 
trative examples — many  of  them  taken  from  actual  problems  in  engineer- 
ing and  physics — are  given  for  most  of  the  types  of  equations  considered, 
and  the  calculations  are  worked  out  in  detail — a  very  valuable  feature, 
especially  to  those  who  have  not  had  considerable  practice  in  this  kind 
of  work. 

As  the  author  says,  there  is  no  general  method  which  will  determine 
the  best  form  of  equation  to  be  used.  In  the  book  are  given  twenty 
different  forms  of  equations,  tests  to  show  when  each  type  of  equation  is 
suitable  for  the  given  data,  and  methods  of  determining  the  constants. 
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In  the  Appendix  are  shown  the  forms  of  the  curves  of  each  type  of  equa- 
tion. These  will  be  of  assistance  in  determining  a  curve  to  fit  the  given 
data.  Some  of  the  types  might  have  been  made  somewhat  more  general 
without  increasing  the  difficulty  of  the  treatment  to  any  great  extent.  A 
few  examples  follow: 

In  Type  VIII,  y  =  a+bx+cd''\  the  second  differences  form  a  geo- 
metrical progression.  In  exactly  the  same  way  we  might  consider  an 
equation  of  the  form  y  =  a  +  ^-f+  ....  +^x"H-/;«-^',  where  the  (»+i)th 
differences  form  a  geometrical  progression. 

Type  X,  y  =  ks^g'^^ ,  on  pages  37-38,  is  given  only  a  brief  discussion. 
The  author  shows  that  by  taking  the  logarithms  of  both  members  w^e 
have  Type  \TII,  mentioned  above.  The  author  refers  to  the  treatment 
of  this  equation  in  chapter  vi  of  the  Institute  of  Actuaries  Text  Book, 
Part  II.  This  equation,  which  is  Makeham's  formula,  is  of  particular 
interest  to  actuaries,  and  it  would  be  of  interest  to  calculate  the  average 
values  of  the  constants  by  some  other  method  than  that  given  in  the 
Tevt  Book,  for  example,  by  Pearson's  JNIethod  of  Moments. 

TypeXVn,    y  =  ce«+c')e'^*, 
and  Type  XVIII,  y  =  e°'^  {e  cos  bx-\-d  sin  bx), 

are  solutions  of  the  linear-difference  equation  of  the  second  order  with 
constant  coefficients.  These  two  types  correspond  to  the  cases  where 
the  roots  of  the  auxiUary  equation  are  (i)  real  and  unequal  and 
(2)  complex.  The  case  where  the  roots  are  real  and  equal  is  not  con- 
sidered. In  this  case  the  solution  is  of  the  form  y  =  €"■''  {b-\-cx),  and  this 
might  be  treated  in  a  manner  similar  to  that  in  which  the  other  cases 
are  treated.  In  Thiele's  Interpolationsrechnung,  pages  116-25,  is  given 
a  treatment  for  the  types  of  functions  which  are  solutions  of  the  general 
linear-difference  equation  of  any  degree  with  constant  coefficients,  by 
means  of  "qualified  differences." 

The  author  discusses  Type  XIX,  y  —  ax'^-\-bx'^,  by  taking  the  values 
of  -v  in  a  geometrical  series.  This  practically  amounts  to  changing  the 
independent  variable  by  the  substitution  x  =  g",  where  g  is  a  constant. 
Then  this  case  reduces  to  Type  XVII.  The  difficulty  with  the  practical 
application  of  the  method  is  that  it  requires  five  values  of  x  in  geometrical 
progression,  and  with  most  statistics  this  would  not  be  possible  on  account 
of  their  fimited  range.  In  the  illustrative  example  given  on  page  66 
the  author  has  "extrapolated"  five  more  values  than  were  given  in  the 
book  from  which  the  table  is  taken  in  order  to  have  enough  terms  in  his 
progression.  This,  however,  might  have  been  avoided  very  easily  by 
taking  for  the  abscissas  x,  rx,  sx  instead  of  x,  rx,  r^x.  Calling  the  cor- 
responding ordinates  y^,  y^fe+i,  >'ife-f2,  and  proceeding,  as  the  author  does 
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(calling  the  slope  and  intercept  of  the  line  .1  and  5),  we  get  the  following 
equation  to  solve: 

The  two  real  values  of  v  will  be  the  values  of  c  and  d.     (If  s  =  r^,  we  have 
the  solution  of  the  author.) 

In  the  problem  given  on  page  66,  let  s=  2  and  r=  i .  5.  These  give 
us  three  points  without  using  any  value  of  x  beyond  0.60.  The  values 
of  (•  and  d  are  substantially  those  obtained  in  the  book.  The  equation 
in  V  can  be  solved  by  the  intersection  of  graphs,  or  by  a  few  trials,  or 
possibly  by  addition  and  subtraction  logarithms  by  Runge's  method. 

On  pages  68-72  the  author  tries  to  determine  the  constants  in  Types 
XVTII  and  XIX  by  using  the  first  and  second  derivatives  of  y,  and  finds 
a  satisfactory  solution  for  the  first  of  these  two  types  but  not  for  the 
second.  He  thereupon  concludes  that  the  reason  why  this  method  does 
not  work  in  the  second  case  is  on  account  of  the  inaccuracy  of  the  data. 
This  is,  however,  not  the  reason.  The  reason  why  the  formulas  used  on 
page  69  do  not  give  accurate  values  for  the  derivatives  is  that  they  apply 
only  to  functions  whose  difTerences  beyond  the  fourth  vanish  exactly  or 
approximately.  This  is  easily  seen  from  their  method  of  derivation  on 
pages  III  and  112.  In  Type  XVTII  the  differences  beyond  the  fourth 
may  be  neglected  without  serious  error,  but  this  is  not  the  case  with 
Type  XIX. 

As  has  been  pointed  out  by  many  authors,  the  formulas  of  interpola- 
tion in  general  give  rise  to  infinite  series,  and  when  this  is  the  case  the 
question  of  convergence  or  divergence  comes  into  consideration.  Most 
of  the  works  on  differences  use  ascending  differences  entirely.  For 
statistical  purposes  central  difTerences  are  usually  preferred  for  reasons 
which  seem  to  the  writer  not  to  be  very  well  founded.  The  formulas  in 
descending  difTerences  are  similar  to  those  in  ascending  differences  and 
might  be  obtained  by  reversing  the  table.  Sometimes  the  formula  in  one 
kind  of  differences  might  give  a  rapidly  converging  series,  while  the  other 
two  might  give  slowly  converging  or  diverging  series. 

There  is  a  whole  chapter,  16  pages,  devoted  to  Fourier  series,  i.e., 
to  equations  of  the  type 

y=a+aiCos  .r+t/iCos  2x+a3Cos  ^x-\-  .  .  +anCOs  nx 
+6isin  AT+i^sin  2X+^3sin  3X+ .  .+6„  — isin(»  — i)x. 

Chapter  vi  gives  a  brief  account  of  the  method  of  determining  the 
constants  by  least  squares.  There  is  no  difficulty  when  the  equations  for 
determining  the  constants  are  linear,  but  when  the  equations  are  not 
linear  the  function  is  expanded  by  Taylor's  series  and  all  terms  of  degree 
higher  than  the  first  are  disregarded.     Solving  for  the  corrections  to  the 
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approximate  values  of  the  constants  found  by  the  methods  in  the  earlier 
part  of  the  book,  we  get  better  approximations  to  the  values  of  the 
constants.  The  process  might  be  repeated  if  necessary  to  get  still  better 
values  of  the  constants. 

Mention  might  have  been  made  here  to  Pearson's  Method  of 
Moments  given  in  the  periodical  Biometrika  and  in  W.  P.  Elderton's 
Frequency  Curves  and  Correlation.  This  method  is  frequently  simpler 
to  use  than  the  method  of  least  squares. 

Chapter  vii  is  devoted  to  interpolation :  differentiation  of  tabulated 
functions.  Newton's  Interpolation  Formula  (although  the  name  of  the 
discoverer  is  not  given)  for  constant  differences  is  given,  with  a  number 
of  examples  to  show  its  application.  This  is  the  formula  most  commonly 
given  in  works  on  differences.  Newton's  general  Interpolation  Formula, 
where  the  differences  are  not  constant,  is  not  mentioned,  although  it  is 
much  more  serviceable  than  the  Euler-Lagrange  formula  given  on  page 
105.  Newton's  general  formula  is  merely  mentioned  in  Boole's  Finite 
Differences,  chapter  iii.  Exercise  19,  but  is  used  a  great  deal  in  Thiele's 
Interpolationsrechnung,  pages  5  ff.,  and  in  Manderli's  Die  Interpolation. 
It  is  also  given  in  R.  Radau,  Etudes  sur  lesformules  d' interpolation,  page  3. 
Another  formula  very  much  hke  Newton's  general  formula  is  that  of  the 
actuary,  Emory  McCUntock,  published  in  Volume  II  of  the  American 
Journal  of  Mathematics  in  1879  under  the  title  "A  New  General  Method 
of  Interpolation."  One  of  the  advantages  of  Newton's  general  formula 
over  the  Euler-Lagrange  formula  is  that  if  we  find  that  using  a  certain 
number  of  values  of  the  function  does  not  give  a  sufficiently  accurate 
result  we  can  use  more  values  by  adding  more  terms  to  Newton's  series, 
while  the  Euler-Lagrange  formula  must  be  recalculated.  The  author 
ascribes  the  latter  formula  to  Lagrange,  as  is  customar>\  However, 
Boole  {Finite  Differences,  chap,  iii,  art.  4)  points  out  that  the  formula  is 
originally  due  to  Euler. 

On  page  108,  differentiation  of  tabulated  functions,  in  (4)  if  .v  =  0, 
we  have  the  very  simple  form 

yo  =  Ayo— iA^yo+|A^y„+.    .    .    .    , 
where  the  coefficients  foUow  the  law  of  the  logarithmic  series.     The 
author  does  not  give  this  form,  although  he  uses  it  in  the  examples. 

As  already  pointed  out,  the  formulas  for  derivatives  on  pages  111-12 
are  not  satisfactory  unless  the  differences  after  the  fourth  are  practically 
zero. 

Chapter  viii  discusses  numerical  integration  or  mechanical  quad- 
rature. It  is  assumed  that  the  function  can  be  represented  approxi- 
mately by  a  finite  integral  expression  of  the  form 

y  =  ao+ai.x-\-a2X^+aiX^+   ....    +t;«x». 
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The  usual  formulas,  the  trapezoidal  rule,  Simpson's  rules,  and  Weddlc's 
rule,  are  developed  and  illustrated.  On  page  120  the  author  remarks 
that  large  diflferenccs  among  the  ordinatcs  must  be  avoided,  and  that  for 
that  reason  the  formulas  do  not  give  as  good  results  when  applied  to  the 

quadrant  of  the  ellipse.     However,  the  reason  is  that  ,'.  is  infinite  where 

the  ellipse  crosses  the  .Y  axis,  and  consequently  the  function  cannot  be 
represented  by  a  finite  integral  expression  of  the  form  just  named. 
Special  rules  can  be  made  for  this  case  by  assuming  a  function  of  different 
form;  for  example,  one  proceeding  according  to  powers  of  x^. 

Since  no  two  persons  agree  as  to  what  should  be  included  in  a  Ijook, 
there  are  a  few  points  in  which,  in  the  opinion  of  the  writer,  the  book  might 
have  been  made  more  serviceable.  The  references  to  the  hterature  of 
the  subject  might  have  been  made  very  much  fuller  and  thereby  have 
increased  its  value  to  those  who  wished  to  go  into  the  subjects  treated 
somewhat  more  fully  than  the  author  has  done.  The  following  are  a 
few  of  the  references  which  the  writer  has  found  of  value: 

CURVE   FITTING 

W.  Palin  Elderton,  Frequency  Curves  and  Correlation.     London:   C.  and 

E.  Layton. 
K.  Pearson,  "On  the  Systematic  Fitting  of  Curves,"  etc.,  Biometrika, 

I  (1901),  295. 
John  B.  Peddle,  "The  Derivation  of  Empirical  Formulas,"  American 

Machinist  (1909),  p.  523. 

MECHANIC.A.L   QUADRATURE 

George  Boole,  Calculus  of  Finite  Differences,  chap.  iii. 

B.  P.    Moors,    Valeur   approximative   d'une    integrale   definie.     Paris: 

Gauthier-\'illars,  1905. 
R.  Radau,  "Etude  sur  les  formules  d'approx.  qui  servent  a  calculer  la 

valeur  numerique  d'une  integrale  definie."     LiouviUe:    Jour,   de 

Math.,  Ser.  3,  VI  (1880),  2?,i-ii6. 
J.  W.  ]\Iellor,  Higher  Mathematics  for  Students  of  Chemistry  and  Physics, 

PP-  335-40. 
J.  Bertrand,  Calcul  diff.  et  integral,  tome  2,  pp.  331-52,  511-13. 
E.  Pascal,  Repertorium  der  hoheren  Mathematik,  Band  I  (ist  ed.),  pp. 

230-33- 
G.  S.  Carr,  Synopsis  of  Pure  Mathematics,  pp.  436-40,  553-54. 

C.  F.  Gauss,  Werke,  Band  3,  pp.  193-95. 

M.  Pujet,  Des  Quadratures  (thesis).     Paris:   Gauthier-Villars,  186S. 

A  number  of  textbooks  on  calculus  give  the  most  commonly  known 
formulas  of  mechanical  quadrature. 
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INTERPOLATION 

H.  L.  Rice,  Interpolation.     Lynn,  Mass.,  1899. 

T.  X.  Thiele,  Interpolationsrechnung.     Leipzig:   Teubner,  1909. 

R.  Radau,  "Etudes  sur  les  formules  d'interpolation,"  Bulletin  astrono- 

mique,    Juillet-Octobre,     1891.      Also    published    separately    by 

Gauthier-Villars,  1891. 
S.  Manderli,  Die  Interpolation  und  Hire  Verwendung  bei  der  Benutzung 

und  Herstellung  mathematischer  Tabellen.  Solothurn:  Zepfel,  1906. 
Merrifield,  "Report  on  the  Present  State  of  Knowledge  of  the  AppUca- 

tion  of  Quadratures  and  Interpolation  to  Actual  Data,'"  Rep.  Brit. 

Assn.  Adv.  Science,  1880. 

It  seems  to  the  writer  that  it  would  have  been  a  valuable  addition  to 
the  book  to  have  included  a  short  account  of  Pearson's  Method  of 
^foments  for  determining  the  constants.  Also  to  have  given  in  the 
chapter  on  quadrature  an  account  of  Gauss's  method  and  of  Tchebicheflf 's 
method.  In  these  two  methods  the  values  of  x  are  irrational,  and  con- 
sequently they  would  not  be  very  convenient  for  use  for  computing  the 
areas  of  curves  from  the  statistics  only,  but  they  are  convenient  for  use 
where  the  curve  is  drawn  and  the  ordinates  can  be  found  by  measure- 
ment. Tchebicheflt's  formula  is  particularly  useful  in  naval  architecture 
and  is  commonly  used. 

The  book  has  been  undoubtedly  prepared  with  great  care,  as  there 
are  few  typographical  errors,  and  the  calculations  which  the  reviewer  has 
checked  over  are  quite  accurate.  The  following  typographical  correc- 
tions should  be  made:  Page  58,  in  (5)  the  expression  {c-{-d)/\x  should  be 
in  the  exponent;  page  60,  line  5  from  the  bottom,  the  +  sign  is  omitted 
in  the  left-hand  member;  page  66,  line  4,  y  should  be  r;  page  67,  Hne  3 
from  bottom,  e  should  be  c;  page  69,  Hne  7,  \T  should  be  VII. 

E.  B.  EscoTT 
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INFORMAL  DISCUSSION 
THE  SOLDIERS'  AND  SAILORS'  CI\  IL  RELIEF  ACT 

a)  APPLICATION  OF  ARTICLE  IV 

b)  APPLICATION  OF  OTHER    PROVISIONS  TO   POLICY   CON- 

TRACTS,  INVESTMENTS,  AND   OTHER    INTERESTS   OF 
LIFE  INSURANCE  ORGANIZATIONS 

Mr.  Sturtevant:  There  is  one  question  about  this  that  I 
want  to  ask  of  the  other  members. 

We  had  a  case  come  up  just  last  week.  A  man  applied  for  the 
relief  under  the  Act,  but  he  had  borrowed  the  full  loan  value  of 
his  policy  and  the  law  undoubtedly  states  that  up  to  50  per  cent 
of  the  cash  surrender  value  is  the  limit  under  which  the  policy 
should  come  under  the  Act.  I  wondered  if  it  was  necessary  in 
cases  where  the  policy  does  not  come  under  the  Act  to  notify  the 
War  Risk  Bureau  of  those  cases.  I  don't  know  if  I  make  my 
point  clear  to  you.  Are  we  to  notify  the  War  Risk  Bureau  of  all 
cases  where  the  law  is  applicable  only,  or  of  all  cases  whether  it  is 
applicable  or  not  ? 

Mr.  Portcii:  It  is  my  understanding  of  the  Act  that  the 
company  must  furnish  the  War  Risk  Bureau  with  a  copy  of  form 
717  for  every  application  it  receives.  I  think  this  is  necessary 
because  the  War  Risk  Bureau  has  received  a  duplicate  copy  of  the 
application  that  comes  to  you.  In  such  cases  as  you  have  men- 
tioned I  have  followed  a  practice  which  I  think  is  desirable  because 
it  will  prevent  mistakes. 

In  sending  form  717  in  cases  such  as  you  mention,  where  I 
know  the  Act  is  not  applicable  to  the  policy,  I  make  a  statement 
on  the  form  so  that  the  War  Risk  Bureau  cannot  go  wrong  in 
reference  to  that  policy.  For  example,  if  a  policy  has  a  war  clause 
in  it,  in  sending  form  717  to  the  Bureau  I  simply  make  a  note  at 
the  bottom  of  the  form  referring  to  the  war  clause.  Then  the 
Bureau  would  have  no  excuse  for  going  wrong  on  that  case. 

Mr.  Raub:  Otherwise  the  company  would  be  passing  on  the 
fact  whether  or  not  the  policy  came  within  the  benefits,  and  for 
that  reason  we  must  furnish  form  717  with  every  appUcation  and 
the  department  will  make  the  decision. 
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Mr.  Portch:  In  such  cases  I  have  always  advised  the  insured 
as  a  matter  of  courtesy  only  that  the  Act  is  not  applicable  to  his 
policv.  These  have  usually  been  cases  where  a  war  clause  is  con- 
tained in  the  policy  and  I  quote  the  war  clause  and  the  provision 
in  the  Act  that  refers  to  it.  If  you  do  not  give  the  insured  some 
advice  of  this  kind  he  may  fail  to  pay  his  premium  because  of 
delay  in  the  Bureau  of  War  Risk  Insurance.  It  takes  them  some 
time  to  pass  on  an  application.  I  think  the  insured  is  entitled  to 
some  information  from  the  company  to  cover  that  period. 

]\Ir.  Buttolph:  I  am  sure  that  your  interpretation  of  the 
law  is  that  which  is  contemplated  by  the  Bureau  itself,  because 
last  month  I  had  a  short  conversation  with  Mr.  Gaines,  the  deputy 
there,  and  he  told  me  that  that  was  their  construction  of  the  law, 
that  form  717  must  be  sent  in  by  the  company  in  connection  with 
every  apphcation  it  had  received,  whether  the  company  felt  certain 
that  the  apphcation  would  be  rejected  or  not. 

Mr.  Portch:    Does  that  cover  your  question? 

Mr.  Sturtevant:  Yes,  sir. 

Mr.  Graham:  There  is  a  question  that  occurs  to  me  in  that 
connection.  Suppose  a  case  comes  under  that  Act,  is  it  advisable 
to  continue  to  send  premium  notices  ? 

We  have  decided  that  it  is  and  have  sent  premium  notices 
addressed  to  the  insured's  last  known  address.  I  don't  know 
whether  the  other  members  of  the  Institute  here  have  decided  that 
same  question  or  not.  I  think  it  would  be  rather  interesting  to 
get  some  light  on  that  question  because  I  think  it  is  a  rather  impor- 
tant one. 

Mr.  Portch:  I  think  that  the  practice  of  sending  premium 
notices  should  be  continued  because  the  Act  will  not  apply  to  the 
policv  after  the  insured  has  terminated  his  military  service  and 
the  company  as  a  rule  will  have  no  way  of  knowing  whether  or 
not  he  is  still  in  mihtary  service. 

Mr.  Raub:  Further,  he  may  want  to  pay  his  next  premium 
or  subsequent  premiums  personally. 

Mr.  Portch:  There  is  no  obligation  on  his  part  to  allow  the 
government  to  pay  his  premium,  because  it  creates  an  indebtedness 
that  he  will  have  to  settle  after  the  war  is  over. 

Mr.  Raub:  There  is  one  thing,  that  I  might  suggest:  The 
bill  as  originally  introduced  made  provision  for  the  consent  of  the 
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beneficiary,  or  rather  the  beneficiary  was  to  join  with  the  insured  in 
filling  out  the  form  requesting  the  benefits  under  the  Act.  The 
Act  as  passed  does  not  require  the  beneficiary's  consent. 

Mr.  Portch:  I  understand  there  is  a  considerable  difference 
of  opinion  between  companies  on  that  point;  some  of  the  com- 
panies are  ignoring  the  l:)eneficiary  on  these  matters  and  others  are 
doing  the  best  they  can  to  get  the  consent  of  the  beneficiary,  but 
are  finding  it  very  difiicult.  It  is  an  open  question.  The  safe 
way  to  proceed  would  be  to  get  the  consent  of  the  beneficiary  and 
then  you  would  be  entirely  protected. 

Mr.  Raub:     Yes,  that  is  my  opinion,  too. 

Mr.  Portch:  But  it  is  going  to  be  a  practical  impossibility 
in  many  cases. 

Mr.  Buttolph:  Is  it  your  understanding,  Mr.  Portch,  that 
if  later  developments  should  show  that  the  consent  of  the  bene- 
ficiary was  necessary  and  it  had  not  been  secured  that  the  company 
would  be  the  loser  thereby  ? 

Mr.  Portch:    Possibly. 

Mr.  Buttolph:  I  think  that  the  government  would  be  the 
loser.  The  company  would  be  protected  by  the  government.  If 
it  were  not  a  legal  indebtedness  against  the  policy  because  of  the 
failure  of  the  beneficiary  to  agree  to  the  application,  the  govern- 
ment's security  would  be  the  one  that  would  be  bad.  Wouldn't 
the  company's  security  be  perfectly  good  ? 

Mr.  Portch:  The  company  would  have  on  hand  United 
States  bonds  covering  the  indebtedness,  and  the  question  would 
then  arise  whether  or  not  the  government  could  force  a  return  of 
the  bonds  in  such  cases  on  the  ground  that  the  company  was  at 
fault  in  not  protecting  itself  and  the  government. 

It  is  obvious  that  the  government  is  going  to  have  very  poor 
security  in  a  great  many  cases.  For  example,  the  case  of  a  term 
policy  where  the  premiums  are  being  paid  by  the  government  and 
the  policy  being  without  cash  surrender  value  gives  the  govern- 
ment no  security  for  the  premiums  paid. 

Mr.  Raub:  In  the  discussion  of  the  original  bill  one  of  the 
important  things  the  Senate  wanted  to  find  out  was  how  much 
would  it  cost  the  government  to  carry  out  the  benefits  granted. 
The  bill  as  originally  drawn  guaranteed  to  pay  all  premiums  but 
was  later  amended  to  reduce  the  cost  to  the  government. 
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Mr.  Pipe:  The  question  I  wish  to  raise  is  with  reference  to 
fraternal  societies.  The  Act  does  not  apply  where  there  is  an 
indebtedness  in  excess  of  50  per  cent  of  the  cash  value  of  the  cer- 
tificate. Does  this  restriction  refer  only  to  the  time  at  which  the 
first  advance  is  made  under  the  Act,  or  is  it  to  be  applied  at  the 
time  each  premium  is  borrowed  under  the  Act  ?  Fraternal  society 
certificates  do  not  generally  carry  cash  or  loan  values.  The  govern- 
ment could  not  make  any  advance  under  the  latter  assumption 
after  the  advance  of  the  first  premium. 

Mr.  Portch:  I  think  that  fraternal  certificates  come  under 
the  Act,  and  that  the  question  of  cash  surrender  value  does  not 
enter  into  this  phase  of  the  matter. 

Mr.  Pipe  :  I  think  that  the  loans  might  be  restricted  to  where 
there  are  cash  surrender  values  so  that  the  government  would  have 
that  security. 

Mr.  Portch:  I  think  not,  because  the  Act  is  applicable  to 
term  policies  in  legal  reserve  companies. 

Mr.  Fricke:  The  law  does  not  attempt  to  change  the  con- 
tract except  with  the  consent  of  both  parties. 

Now,  in  Article  IV  it  says,  "Such  form  shall  set  forth  particu- 
larly that  the  application  therein  made  is  a  consent  to  such  modi- 
fication of  the  terms  of  the  original  contract  of  insurance  as  are 
made  necessary  by  the  provisions  of  this  Article  and  by  receiving 
and  filing  the  same  the  insurer  shall  be  deemed  to  have  assented 
thereto,  to  the  extent,  if  any,  to  which  the  policy  on  which  the 
application  is  made  is  within  the  provisions  of  this  Article."  Now, 
the  insured  is  only  one  party.  The  beneficiary  is  the  other.  If 
there  is  no  right  in  the  policy  to  the  insured's  changing  the  bene- 
ficiary, is  not  the  consent  of  the  beneficiary  absolutely  necessary, 
and  where  would  the  liability  be  placed  upon  the  government  and 
not  upon  the  company  if  they  ignored  this  beneficiary  ?  It  seems 
to  me  that  where  the  beneficiary  has  a  vested  interest  in  the  policy 
it  would  be  absolutely  necessary  to  get  the  consent  with  the  insurer 
to  such  modification. 

Mr.  H.  S.  Vail:  I  think  the  view  might  prevail  that  that  was 
not  altogether  uniform  in  regard  to  fraternal  societies.  The  con- 
tracts of  the  old  fraternal  societies  had  no  surrender  value,  but,  as 
we  all  know,  the  fraternals  are  all  putting  themselves  on  a  solid 
basis,  and  many  companies  of  those  fraternal  orders  are  now  writing 
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what  is  equivalent  to  a  life  contract  with  a  value  which  may 
not  be  called  a  surrender  value  but  has  a  collateral  value.  They 
would  therefore  come  under  the  Act,  and  the  security  would  be 
ample. 

That  particular  question  is  going  to  be  the  one  question  that 
will  enable  these  fraternals  to  put  themselves  upon  a  sound  basis 
by  1922.  They  have  got  to  start  very  shortly  to  set  aside  a  reserve 
which  is  equivalent  to  the  ordinary  life  reserve,  if  it  is  not  a  sliding 
scale.  This  security  would  therefore  be  ample  to  that  extent. 
The  President:     Was  that  what  you  had  in  mind,  Mr.  Pipe? 

Mr.  Pipe:  What  I  had  in  mind  was  this:  Section  402  of 
Article  IV  says,  in  part,  as  follows:  "  But  in  no  event  shall  the  pro- 
visions of  this  Article  apply  to  any  policy  on  which  premiums  are 
due  and  unpaid  for  a  period  of  more  than  one  year  at  the  time  when 
application  for  the  benefits  of  this  Article  is  made  or  in  respect  of 
any  policy  on  which  there  is  outstanding  a  pohcy  loan  or  other 
indebtedness  equal  to  or  greater  than  fifty  per  centum  of  the  cash 
surrender  value  of  the  policy."  That  is,  if  there  were  no  security, 
I  read  it,  that  the  Bureau  could  reject  it.  If  there  is  no  surrender 
value  the  government  can  have  no  security  because  they  cannot 
at  the  end  of  the  war  turn  in  that  policy  and  get  the  surrender 
value  from  the  company.  They  will  have  advanced  the  premiums 
against  a  policy  on  which  they  cannot  obtain  a  surrender  value.  Is 
that  the  intention  of  the  government  ? 

Mr.  Portch:  It  is  definitely  my  understanding  that  they 
intend  to  advance  the  premiums  whether  there  is  a  cash  surrender 
value  or  not,  but  they  will  not  advance  premiums  on  policies  where 
there  is  an  indebtedness  or  more  than  50  per  cent  of  the  cash  sur- 
render value. 

Mr.  Pipe:  And  that  statement  applies  only  to  the  moment 
at  which  the  first  loan  is  made,  doesn't  it  ? 

Mr.  Portch:    Yes,  I  think  it  does. 

Mr.  Pipe  :  Because  if  it  applies  to  any  subsequent  time  they 
could  not  make  any  further  advances  because  the  first  month's 
premium  there  advanced  would  cause  an  indebtedness  in  excess 
of  50  per  cent  of  the  cash  surrender  loan  value. 

Mr.  Portch:  The  indebtedness  is  not  to  the  company  but 
to  the  government,  then. 

Mr.  Pipe:     Yes,  that  is  true. 
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Mr.  Portch:  But  I  think  there  is  another  side  to  this  ques- 
tion: whether  the  50  per  cent  of  the  cash  surrender  value  should 
be  considered  only  at  the  date  of  the  first  premium  payment  by 
the  government  or  whether  it  should  be  a  continuous  process  so 
that  when  the  next  premium  is  due  you  would  calculate  the  cash 
surrender  value  and  set  against  it  the  indebtedness  at  that  time 
or  not. 

It  is  obvious  that  in  general  the  cash  surrender  value  will 
increase  and  the  indebtedness  to  the  company  will  remain  the  same 
except  for  whatever  accrued  interest  there  may  be.  So  that 
although  the  government  may  deny  an  application  today,  if  the 
insured  should  pay  a  premium  or  two  it  would  be  quite  possible 
that  the  policy  would  then  come  under  this  Act,  the  value  being 
increased  by  the  premiums  paid  and  the  indebtedness  to  the  com- 
pany remaining  constant. 

Mr.  Pipe:  Because  the  additional  premium  loans  might  carry 
that  total  indebtedness  beyond  50  per  cent  of  the  cash  value 
and  they  might  advance  one  premium  but  not  any  subsequent 
premium. 

Mr.  Raub:     I  do  not  believe  that  is  what  the  Act  means  at  all. 

Mr.  Portch:  I  do  not  believe  that  is  what  the  Act  means, 
because  you  could  not  consider  the  advance  of  the  premiums  by 
the  government  an  indebtedness  to  the  company  on  the  part  of  the 
insured. 

Mr.  Pipe:  It  says  "indebtedness."  It  does  not  state  spe- 
cifically to  the  company,  in  that  section,  402. 

Mr.  Seitz:  The  government  usually  cannot  be  considered  as 
discriminating  between  its  citizens  under  any  proper  law,  but  do 
you  not  consider  it  a  discrimination  when  you  have  two  parties 
insured,  one  with  a  term  policy  and  one  with  a  policy  that  has  a 
cash  surrender  value  ?  One  man  may  not  be  penalized  just  because 
half  of  his  surrender  value  is  taken  up  in  a  loan.  He  might  have 
$2,000  of  available  value,  but  the  other  man  who  has  a  term 
policy  and  no  indebtedness,  would  be  provided  for  under  the 
terms  of  the  law. 

Mr.  Cathles:  He  can  borrow  it  from  the  company  himself, 
the  loan  value. 

Mr.  Seitz:  The  point  I  am  getting  at  is  this:  Why  should 
the  government  eliminate  a  policy  which  has  actually  some  avail- 
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able  value  and  accept  a  term  policy  that  has  no  value  except  a 
few  dollars  ? 

Mr.  Cathles:  Of  course,  the  government  is  only  really 
advancing  the  premiums. 

Mr.  Sf:iTz:  Why  eliminate  one  man  that  has  more  protection 
for  the  government  and  protect  another  man  that  has  no  protec- 
tion to  the  government  ? 

Mr.  Cathles:  The  man  with  the  ordinary  life  policy  could 
borrow  that  amount  himself  until  he  has  borrowed  100  per  cent. 

Mr.  Seitz  :  I  understand  that  some  sets  of  term  policies  would 
not  come  under  this  provision.  I  will  say  that  nobody  has  stated 
to  me  that  term  policies  would  be  excluded,  but  the  law  says  that 
policies  where  50  per  cent  value  is  taken  will  be  excluded.  There 
is  the  discrimination. 

Mr.  Raub:  The  Act  provides  as  follows:  "Or  in  respect  of 
any  policy  of  which  there  is  outstanding  a  policy  loan  or  other 
indebtedness  equal  to  or  greater  than  fifty  per  centum  of  the  cash 
surrender  value  of  the  policy." 

Mr.  Seitz:    And  that  is  rejected,  is  it  not  ? 

Mr.  Raub:    Yes. 

Mr.  Seitz:  All  right;  that  is  the  point.  The  government 
has  more  protection  under  such  a  policy  than  it  has  under  a  terni 
policy. 

Mr.  Raub  :  There  must  be  some  dividing  line  even  though  in 
many  instances  it  may  seem  arbitrary.  That  was  the  whole 
argument.  There  must  be  some  general  rules,  even  though  there 
is  some  discrimination.  They  did  the  best  they  could.  That  is 
what  the  Senate  committee  said  in  its  report. 

Mr.  Portch:  I  think  Mr.  Seitz  is  absolutely  right  here. 
Evidently  this  provision,  ''  that  this  Act  is  not  applicable  in  respect 
of  any  policy  on  which  there  is  outstanding  a  policy  loan  or  other 
indebtedness  equal  to  or  greater  than  fifty  per  centum  of  the  cash 
surrender  value  of  the  poKcy,"  was  inserted  as  an  attempt  to  obtain 
for  the  government  some  security  for  its  loans,  and  in  effect  it  dis- 
criminates against  life  and  endowment  policies  in  favor  of  term 
insurance. 

Let  us  take  two  policies,  one  a  $10,000  ten-year  term  policy 
with  a  premium  of  $150  a  year,  no  cash  surrender  values  and  there- 
fore no  indebtedness;   the  insured  is  not  enabled  to  borrow  on  it 
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because  there  is  no  loan  value ;  the  government  will,  however,  loan 
premiums  up  to  $5,000  of  insurance  under  this  Act.  But  take  a 
$10,000  ten-year  endowment  with  a  cash  surrender  value,  say,  of 
$2,000.  If  the  insured  has  borrowed  $1,001,  even  though  there 
is  a  remaining  equity  of  $999  the  government  will  not  loan  the 
premium  on  that  policy. 

Mr.  Seitz:  Yes,  that  is  just  what  that  law  says,  and  that  is 
what  I  say  is  discriminatory. 

Mr.  Stookey:  Let  me  ask  a  question.  Does  anyone  know 
whether  under  this  provision  of  the  law  the  department  would  not 
hold  that  a  policy  must  have  some  value  in  order  that  it  may 
come  under  the  provisions  of  this  Act  at  all  ?  Does  anyone 
know  whether  they  would  classify  term  insurance  policies  under 
this  Act? 

Mr.  Portch:  I  believe  there  is  nothing  in  the  Act  that 
would  justify  such  a  construction. 

Mr.  Fricke:  Does  not  the  Act  really  provide  that  the  policy 
must  have  some  cash  value  in  order  to  come  under  it  ? 

]Mr.  Seitz:     That  is  the  inference. 

Mr.  Portch  :     Not  in  my  opinion. 

Mr.  Fricke:  Then  the  term  policy  has  no  cash  value,  and 
would  it  not  be  perfectly  justifiable  for  the  department  to  rule 
that  term  policies  do  not  come  under  the  Act  ? 

Mr.  Seitz:    That  is  what  I  think. 

Mr.  Pipe:  Section  411  says  "become  liable  to  pay  the  cash 
surrender  value  thereof,"  inferring  that  the  policy  must  have  a  cash 
surrender  value. 

Mr.  Cathles:  I  have  not  been  able  to  satisfy  myself  on  that 
law,  but  I  think  you  have  got  to  start  the  consideration  of  it  from 
the  point  of  view  that  the  government  was  concerned  first  of  all 
with  the  matter  of  protecting  the  insurance  to  the  soldier  and  only 
in  a  secondary  light  was  securing  itself  against  loss  on  account  of 
protecting  the  insured.  I  believe  that  if  you  consider  the  matter 
from  that  point  of  view  you  will  at  least  find  excusable  very  many 
inequities  and  inconsistencies  from  the  point  of  view  of  security 
to  the  government  for  the  advances. 

Mr.  Seitz:  That  is  the  point.  The  government  is  not  taking 
care  of  the  soldier  who  has  a  policy  with  50  per  cent  of  the  loan 
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value  taken  while  il  is  taking  care  of  another  soldier  who  has  a 
term  policy  or  fraternal  society  certificate. 

Mr.  Cathles:  From  the  point  of  view  of  protection  the  man 
who  has  only  50  per  cent  of  the  loan  value  borrowed  is  able  to  take 
care  of  himself. 

Mr.  Seitz:  It  does  not  follow  from  that  that  it  would  excuse 
the  government  from  protecting  that  soldier  if  the  government's 
primary  idea  is  to  protect  the  soldier. 

Mr.  Cathles:  That  is  the  primary  object  and  idea  that  they 
had  in  mind. 

Mr.  Seitz:  That  is  the  primary  idea.  Therefore  it  ought  to 
have  the  language  in  the  law  based  on  the  point  of  protecting  each 
soldier  equally,  not  taking  into  consideration  what  the  eflect  was. 
They  are  not  protecting  each  soldier  ecjually  when  they  discard  a 
man  who  would  be  in  the  position  cited  by  Mr.  Portch  with  a 
$10,000  policy  that  had  a  cash  surrender  value  of  $2,000,  of  which 
$1,001  had  been  taken  off  of  the  cash  surrender  value,  while  the 
man  who  has  a  term  policy  with  no  cash  surrender  value  would  be 
taken  care  of. 

Mr.  Cathles:  There  is  no  doubt  but  there  are  a  great  many 
inequities  and  inconsistencies  in  the  law,  but  I  think  with  Mr.  Raub 
that  they  did  the  best  they  could. 

Mr.  Seitz:    Oh,  yes,  I  know  that. 

Mr.  Portch:  There  is  an  interesting  question  involved  in 
this  Act.  It  seems  to  me  that  the  rights  of  the  company  are  cur- 
tailed to  some  extent. 

Under  the  Act  the  company  may  be  compelled  to  accept  pre- 
miums that  have  been  in  arrears  for  as  long  a  period  as  one  year. 
Has  the  company  the  power  to  require  the  usual  evidence  of 
insurability  for  the  acceptance  of  that  premium? 

Mr.  Cathles:  The  question  was  answered  directly  to  my 
company.  We  have  no  option  in  that  respect  and  we  were  told 
that  we  had  to  reinstate  the  policy. 

Mr.  Portch:  You  had  to  accept  the  premium  without  evi- 
dence of  insurability  ? 

Mr.  Cathles:    Yes. 

Mr.  Portch:  So  that  the  company's  right  to  require  evi- 
dence of  insurability  as  stipulated  in  the  contract  has  been  denied 
in  such  cases  ? 
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Mr.  Cathles:     They  told  us  so  in  so  many  words. 

Mr.  Portch:  There  is  another  question  there  that  comes 
up  in  the  same  connection.  What  about  interest  on  those  arrears 
of  premium  ?  Is  the  company  going  to  lose  interest  on  premiums  in 
arrears?  The  reinstatement  clause  has  two  conditions  attached 
to  it,  one  requiring  evidence  of  insurability  and  the  other  requiring 
payment  of  arrears  with  interest.  Under  this  Act  the  companies 
will  get  from  the  government  only  the  amount  of  the  premium  and 
will  receive  no  interest  thereon. 

Mr.  Seitz:  I  assume  the  government  inserted  the  following 
language  for  a  purpose,  section  410:  "That  in  the  event  that  the 
military  service  of  any  person  being  the  holder  of  a  policy  receiving 
the  benefits  of  this  Article  shall  be  terminated  by  death,  the  amount 
of  any  unpaid  premiums,  with  interest  at  the  rate  provided  for 
in  the  policy  for  policy  loans,  shall  be  deducted  from  the  proceeds 
of  the  policy  and  shall  be  included  in  the  next  monthly  report  of 
the  insurer  as  premiums  paid."  In  that  section  it  says  nothing 
about  loans  being  deducted  but  takes  care  of  interest  on  unpaid 
premiums. 

Then  in  section  414  it  says:  ''That  this  Article  shall  not  apply 
to  any  policy  which  is  void  or  which  may  at  the  option  of  the  insurer 
be  voidable,  if  the  insured  is  in  military  service  either  in  this  country 
or  abroad,  nor  to  any  policy  which  as  a  result  of  being  in  military 
service,  either  in  this  country  or  abroad,  provides  for  the  payment 
of  any  sum  less  than  the  face  thereof  or  for  the  payment  of  an 
additional  amount  as  premium."  Now,  isn't  the  insertion  of  this 
section  put  in  there  in  order  to  avoid  the  contingency  of  changing 
the  contract  which  has  already  been  made  ?  This  provision, 
wherein  the  government  assists  the  policyholder  to  pay  the  pre- 
mium, is  not  vitiating  the  contract,  but  they  put  in  this  clause 
so  that  there  won't  be  brought  forth  the  argument  that  this  law 
is  vitiating  a  contract  previously  made. 

Therefore,  if  the  contract  contains  the  provision  that  there  shall 
be  evidence  of  insurability  after  the  premium  has  been  defaulted, 
is  the  law  not  open  to  the  contingency  which  they  seem  to  try  to 
eliminate  in  section  414  ? 

Mr.  Cathles:  They  thought  they  were  going  to  save  them- 
selves some  money. 
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Mr.  Seitz:  Why  should  not  the  law  change  the  wording  of 
the  clause  to  give  the  full  benefit?  It  would  not  do  that  be- 
cause it  would  vitiate  the  contract.  It  vitiates  the  contract  when 
it  says  you  should  reinstate  that  policy  without  evidence  of  in- 
surability.    Therefore  it  is  open  to  the  same  contention. 

Mr.  Cathles  :  The  insurance  commissioners  can  do  the  same 
thing  with  reference  to  reinstating  insurance  on  the  lives  of  soldiers, 
apparently.  You  know  the  insurance  commissioner  himself  makes 
the  law  in  that  regard.  He  does  not  merely  follow  out  a  law  or 
carry  out  a  law  already  made,  but  makes  one  for  himself. 

Mr.  Raub:  It  is  reasonably  clear  that  the  reason  for  changing 
the  bill  as  originally  prepared  was  because  there  was  an  attempt  to 
force  unfair  and  possibly  unconstitutional  provisions  upon  the 
insurance  companies.  The  government  cannot  make  a  new  con- 
tract. The  government  cannot  force  a  company  to  violate  its 
contract,  and  it  was  admitted  in  the  hearings  that  it  could  not  do  so. 
It  has  tried  in  this  section  414  to  modify  the  contract  as  little  as 
possible.  Most  companies  would  consent  to  reinstatement  with- 
out the  mandate  of  the  government. 

Mr.  Portch:  It  is  also  obvious  that  they  are  changing  the 
contract  in  reference  to  payment  of  interest  on  premiums  that 
may  be  in  arrears  a  year  or  less. 

Mr.  Raub:     It  would  seem  so. 

Mr.  Seitz:     That  might  be  open  to  discussion  or  litigation. 

Mr.  Raub  :  There  is  nothing  in  the  law  at  all  providing  that 
a  policyholder  must  be  reinstated,  even  in  the  case  that  you  men- 
tion, where  premiums  are  due  or  unpaid  for  less  than  a  year.  It 
does  not  provide  that  such  a  case  comes  under  the  benefit,  but  does 
provide  that  cases  where  premiums  are  due  and  unpaid  for  more 
than  a  year  do  not  come  under  the  benefit. 

Mr.  Portch:  The  implication  is,  of  course,  that  he  does  come 
under  the  Act. 

Mr.  Raub  :     Yes,  if  the  company  reinstates  the  pohcy. 

Mr.  Portch:  The  implication  is  that  the  company  must 
accept  the  premium  if  it  is  in  default  not  longer  than  one  year. 

There  is  a  thought  that  has  just  come  to  me,  that  this  Act 
makes  no  provision  for  the  payment  by  the  government  of  interest 
on  policy  loans.  Take  a  case  where  the  indebtedness  is  not  greater 
than  50  per  cent  of  the  cash  surrender  value,  there  is  a  possibility 
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that  the  adding  of  the  interest  to  the  principal  of  the  loan  would 
,by  the  next  premium-due  date  bring  the  indebtedness  up  to  50  per 
cent  of  the  then  cash  surrender  value  and  the  government  might 
be  in  the  position  of  paying  one  premium  under  that  policy  and  then 
having  to  reject  the  payment  of  the  second  premium.  I  think 
that  is  what  Mr.  Pipe  had  in  mind. 

Mr.  Pipe:  That  is  what  I  was  trying  to  get  at,  Mr.  Portch; 
what  position  the  company  would  be  in  under  those  circumstances. 

Mr.  Portch:  It  is  evidently  an  oversight  in  the  Act  to  fail 
to  provide  for  the  payment  of  interest  on  poHcy  loans. 

Mr.  Raub:  Don't  you  think,  Mr.  Portch,  that  the  policy- 
holder having  once  asked  for  the  benefits  of  this  Act  is  under  the 
Act  until  he  discontinues  the  benefits  voluntarily  or  quits  the 
service  ? 

Mr.  Cathles:     That  is  my  understanding. 

Mr.  Raub:  I  do  not  think  the  policyholder  must  make  appli- 
cation each  year.  If  he  is  under  it  once  he  is  under  it  until  he 
voluntarily  discontinues  it  or  quits  the  service. 

Mr.  Seitz:  That  50  per  cent  has  reference  to  the  time  that 
he  comes  in. 

Mr.  Portch:  Yes,  I  beheve  that  is  right.  The  other  con- 
struction would  be  impractical,  because  they  could  not  let  the 
insured  rest  under  the  sense  of  false  security,  that  all  premiums 
were  going  to  be  taken  care  of. 

Mr.  Stein:  All  of  the  policy  contracts  of  the  company  with 
which  I  am  connected  contain  a  clause  which  provides  that  if  the 
insured  shall  engage  in  any  military  or  naval  service  in  time  of 
war  without  first  obtaining  the  written  consent  of  the  company 
the  policy  shall  be  void  and  no  claim  exist  thereunder  in  the  event 
of  the  insured's  death  save  to  the  extent  of  the  reserve.  Under 
section  414  our  policies  would  not  come  under  the  provisions  of 
the  Act.  When  war  was  declared  by  this  country,  we  granted  a 
free  permit  to  all  who  were  then  policyholders  of  the  company  for 
a  period  of  one  year  from  April  9,  1917,  to  April  9,  1918.  On 
April  9,  1918,  we  extended  these  permits  to  April  9,  1919.  What 
I  want  to  ask  is,  do  those  policyholders  to  whom  such  permits 
have  been  granted  come  under  the  provisions  of  the  Act  for  the 
period  for  which  the  permits  were  granted;  or  do  we  automatically 
and  permanently  waive  any  exemption  which  we  would  otherwise 
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have  under  the  Act;  or,  notwithstanding  the  fact  that  permits 
have  been  granted,  are  such  jiolicies  still  exempt  from  the  provisions 
of  the  Act  ? 

Mr.  Raub:  They  definitely  ruled,  Mr.  Stein,  that  unless  you 
have  given  a  permanent  permit  or  waived  permanently  the  provi- 
sions in  your  war  clause  the  Act  does  not  apply. 

Mr.  Stmn:  Our  counsel  was  rather  of  the  opinion  that  by 
granting  a  permit  for  even  a  limited  period  we  waived  any 
exemption  which  we  might  otherwise  have  from  the  provisions 
of  the  Act. 

Mr.  Raub:  Under  date  of  April  12  the  department  ruled 
that  unless  a  war  clause  was  permanently  waived  by  the  company 
the  policy  would  not  come  under  the  Act.  That  was  Mr.  Gaines's 
position  on  April  12. 

Mr.  Stein:     That  is  what  I  wanted  to  know. 

Mr.  Portch:  That  sounds  like  a  very  reasonable  construc- 
tion. There  is  another  item  that  comes  up  in  connection  with  this 
Act  that  I  would  like  to  have  considered. 

.  All  of  our  policies  contain  a  provision  that  in  case  the  indebted- 
ness exceeds  the  loan  value  the  policy  shall  be  terminated  upon 
notice  to  the  insured  and  assignee,  if  any.  Now  let  us  consider 
this  policy  provision  in  connection  with  section  301:  "That  no 
person  who  has  received,  or  whose  assignor  has  received,  under  a 
contract  for  the  purchase  of  real  or  personal  property,  or  of  lease 
or  bailment  with  a  view  to  purchase  of  such  property,  a  deposit 
or  installment  of  the  purchase  price  from  a  person  or  from  the 
assignor  of  a  person  who,  after  the  date  of  payment  of  such  deposit 
or  installment,  has  entered  military  service,  shall  exercise  any  right 
or  option  under  such  contract  to  rescind  or  terminate  the  contract 
or  resume  possession  of  the  property  for  non-payment  of  any 
installment  falling  due  during  the  period  of  such  miUtary  service, 
except  by  action  in  a  court  of  competent  jurisdiction."  Is  there  a 
possibility  under  this  section  of  a  company  being  compelled  in 
every  case  where  it  applies  the  indebtedness  provision  in  its  policy 
to  go  into  court  before  it  can  terminate  the  policy  ? 

Mr.  Seitz:  The  language  would  govern,  and  that  only  covers 
real  or  personal  property.  The  case  of  Paul  vs.  Virginia  has 
determined  the  commercial  aspect  of  insurance  and  consequently 
it  cannot  be  termed  real  or  personal  property. 
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Mr.  Portch:  I  am  not  sure  that  it  does,  but  I  would  like  to 
know  the  opinion  of  the  members. 

Mr.  Portch:  Looking  at  it  from  a  broad  point  of  view,  a 
man  has  a  farm  and  he  is  compelled  to  mortgage  it.  Under  this 
Act  the  government  prevents  foreclosure  except  by  court  action. 
A  man  has  a  life  insurance  policy  and  through  misfortune  he  is 
compelled  to  borrow  on  it.  Are  not  the  two  cases  similar  in 
fundamentals  ? 

Mr.  Raub:  I  believe  the  remedy,  Mr.  Portch,  is  pointed  out 
by  our  statutes.  In  other  words,  the  statute  provides  for  standard 
form  policies — how  we  shall  proceed  and  under  what  terms  we  can 
dispose  of  policy  loans. 

Indiana  requires  mortgage  foreclosure.  Some  states  do  not 
have  what  you  would  strictly  call  mortgage  foreclosure,  but  by 
means  of  trusteeships  avoid  foreclosure.  They  do  not  have  to 
foreclose  and  give  a  year's  redemption. 

There  is  nothing  in  this  Act  that  interferes  materially  with 
any  remedy  that  any  company  or  any  individual  may  have.  The 
old  acts  passed  during  the  Civil  War  tried  absolutely  to  stay  the 
remedies,  even  to  the  extent  of  changing  the  rights,  but  there  isn't 
a  material  right  interfered  with  under  this  Act.  It  is  passed  up 
to  the  court,  the  local  court  in  the  district,  to  see  that  justice  is 
given,  and  that  idea  is  contained  throughout  every  paragraph  of 
this  Act.  There  is  no  law,  no  state  remedy,  no  contractual 
remedy,  that  is  materially  changed  here. 

Mr.  Portch:  I  was  thinking  principally  of  the  practical 
impossibility  of  taking  such  cases  into  court.  Under  mortgages, 
of  course,  a  great  proportion  of  the  foreclosure  cases  would  be 
taken  into  court  anyway;  but  it  would  be  a  matter  of  considerable 
consequence  if  it  applied  to  life  insurance  policies. 

Mr.  Raub:  What  I  meant  was,  that  the  contract  having 
provided  a  method  of  foreclosing  the  policy  lien,  therefore  the 
government  cannot  take  that  contract  right  away. 

Mr.  Portch:  They  are  taking  certain  contract  rights  away 
under  this  Act  now. 

Mr.  Raub:     For  instance? 

Mr.  Portch:  For  instance,  this  question  of  compulsory  rein- 
statement. 
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Mr.  Raub:  I  do  not  think  they  have.  I  do  not  think  they 
have  stated  so  in  the  Act,  nor  do  I  think  that  was  their  intention. 

Mr.  Carr:     I  don't  think  it  is  stated. 

Mr.  Raub:  I  know  that  is  what  the  authors  and  writers  of 
this  Act  claimed  for  it,  that  it  did  not  change  or  destroy  any  vested 
right  of  contract.  That  was  the  argument  on  the  question  of  con- 
stitutionality, and  if  it  does  violate  any  of  those  principles,  that 
part  of  the  law  is  going  to  be  declared  unconstitutional  when  it 
gets  to  court.  I  think  it  has  a  broader  basis.  It  is  simply  a  ques- 
tion of  ethics.  The  government  has  taken  up  this  whole  subject 
for  the  protection  of  the  soldiers  and  sailors,  and  they  are  going 
to  favor  the  man  who  takes  his  life  in  his  hands  to  serve  his  country 
to  the  extent  of  their  abihty  without  violating  any  constitutional 
provision.  This  discussion  on  our  part  is  a  perfectly  proper  thing 
for  us  to  indulge  in  so  that  we  may  learn  as  far  as  possible  what  the 
wish  of  the  government  is  on  these  various  important  matters  and 
in  order  that  we  may  guard  against  injuring  the  insurance  com- 
panies and  doing  harm  to  the  country  by  department  rulings 
which  were  never  intended  by  the  law. 

The  President:  Is  there  any  other  question  in  connection 
with  this  Act  ? 

Mr.  Seitz:  Is  it  proper  to  propose  an  allied  question  in  con- 
nection with  it  ? 

The  President:    Yes,  sir. 

Mr.  Seitz:  I  wonder  what  the  interpretation  would  be  of 
just  this  language,  ''Military  and  naval  service  in  time  of  war 
without  permit  is  a  risk  not  assumed  by  the  company."  To  what 
extent  has  that  been  interpreted  by  the  various  men  present  ? 

Mr.  Raub:     It  is  an  open  question,  I  think,  Mr.  Seitz. 

Mr.  Seitz:  And  can  it  be  extended  so  as  to  enlarge  it  to  such 
a  point  that  it  vitiates  or  makes  the  policy  null  and  void  ?  Is  it 
a  personal  limitation  ?    How  far  can  the  language  be  construed  ? 

I  think  it  would  be  enlightening  to  hear  expressions  on  that. 

This  is  a  vital  matter,  I  think.  The  results  of  our  interpreta- 
tion, will  probably  be  a  vital  matter  in  connection  with  the  policy- 
holders, a  vital  matter  from  a  business  standpoint,  as  to  whether 
such  language  is  drawn  to  include  the  voiding  of  the  policy  or 
whether  it  is  limited  to  a  partial  voiding  of  the  policy  while  the 
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policyholder  is  in  such  service.  That  it  is  an  important  matter 
for  all  of  us  I  am  quite  certain.  Irrespective  of  how  severe  it 
might  work  out  with  reference  to  the  insured  the  point  I  would 
like  to  have  discussed  here  is  how  severe  is  it  going  to  be  on  the 
company  or  to  what  extent  will  the  interpretation  of  that  phrase- 
ology go  ? 

Mr.  Raub:  I  think  I  have  nothing  on  that,  Mr.  Portch.  I 
thought  Mr.  Seitz  was  speaking  about  another  proposition.  I 
thought  his  proposition  was,  How  inclusive  are  the  terms  "mili- 
tary and  naval  service  in  time  of  war"  ?  Is  that  what  you  really 
meant,  Mr.  Seitz? 

Mr.  Seitz:    No. 

Mr.  Raub:     You  had  reference  to  the  other  part  of  it? 

Mr.  Seitz:  No;  the  main  phraseology  is  that  portion  which 
refers  to  "is  a  risk  not  assumed  by  the  company." 

Mr.  Raub  :     Yes,  that  is  what  I  thought  you  had  in  mind. 

Mr.  Seitz:  That  is  the  feature  I  had  in  mind.  That  is  the 
particular  part  that  is  interesting  me  and  on  which  I  would  like 
to  have  the  opinion  of  the  members  present. 

Mr.  Raub:  I  was  interested  in  the  other  feature  of  it,  as  to 
how  broad  an  interpretation  would  be  placed  on  the  language, 
"military  and  naval  service  in  time  of  war." 

Mr.  Seitz:  That  is  interesting,  too,  but  I  was  just  wondering 
what  interpretation  would  be  put  on  the  part  that  restricts  the 
company's  liability. 

Mr.  Raub:  As  an  instance  of  the  government's  own  flounder- 
ing on  the  proposition,  section  loi  of  this  Relief  Act  goes  to  work, 
and  several  paragraphs  of  it  are  devoted  to  defining  what  "  military 
and  naval  service  means,"  or  what  it  is  under  this  Act,  and  therefore 
it  gels  back  to  the  proposition,  What  is  military  and  naval  service 
in  the  meaning  of  the  statutes  ? 

I  notice  that  a  number  of  policy  forms  have  been  changed  and 
broadened  to  cover  various  forms  of  service  notwithstanding  that 
the  statutes  of  the  various  states  provide  "mihtary  and  naval 
service  in  time  of  war."  PoHcy  contracts  have  attempted  to 
bring  various  forms  of  service  in  under  this  provision.  I  have 
doubted  the  advisabiUty  of  attempting  to  bring  anything  else  in 
under  it  for  the  reason  that  the  statutes  themselves  have  definitely 
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said  that  "military  and  naval  service"  is  a  condition  which  may 
be  placed  in  policies. 

There  is,  however,  a  very  serious  c|uestion  as  to  what  may  or 
may  not  be  military  or  naval  service.  Certainly  we  cannot  add 
to  or  increase  the  scope  of  the  clause.  I  do  not  think  there  is  any 
satisfactory  decision  clearly  defining  what  forms  of  service  come 
under  the  clause.  I  have  discussed  it  with  a  number  of  insurance 
officials  and  they  all  seem  to  be  at  sea.  I  would  like  to  have  the 
expression  of  the  members  here  on  that  proposition. 

Mr.  Fricke:  It  would  seem  to  me  that  what  is  contained 
in  the  policy  is  the  basis  for  construing  the  provisions  of  this  law. 
Section  414  says  "that  this  Article  shall  not  apply  to  any  policy 
which  is  void  or  which  may  at  the  option  of  the  insurer  be  voidable, 
if  the  insured  is  in  military  service,  either  in  this  country  or  abroad, 
nor  to  any  policy  which  as  a  result  of  being  in  military  service,  either 
in  this  country  or  abroad,  provides  for  the  payment  of  any  sum 
less  than  the  face  thereof,  or  for  the  payment  of  an  additional 
amount  as  premium."  Now,  if  the  policy  contains  any  limitation 
at  all  with  regard  to  military  service,  whether  in  time  of  war  or 
not,  this  article  does  not  apply  unless  the  company  by  some  action 
waives  that  provision  of  the  policy  as  to  all  its  policyholders. 

Mr.  Stein  :  In  connection  with  the  point  raised  by  Mr.  Seitz 
I  would  call  attention  to  an  opinion  which  came  to  my  notice, 
given,  I  think,  by  the  general  counsel  of  one  of  the  large  companies, 
in  which  he  held  that  unless  the  policy  expressly  stated  that  it  w^as 
void  if  the  insured  should  engage  in  military  or  naval  service  you 
could  not  refuse  to  continue  the  policy  after  the  termination  of  such 
service. 

Mr.  Mead:  According  to  my  understanding  the  opinion 
quoted  by  Mr.  Stein  is  one  which  is  very  generally  held. 

There  is  scarcely  any  question  about  it  in  the  minds  of  insur- 
ance people  that  for  military  and  naval  service  to  vitiate  the  con- 
tract permanently  you  must  say  definitely  that  the  policy  is  void 
in  case  of  such  service.  I  think  there  is  scarcely  any  division  of 
opinion  on  that  score. 

Mr.  Sturtevant:  Before  we  get  away  from  that  question  I 
want  to  ask  this  one  additional  question.  Does  anyone  definitely 
know  of  the  government  applying  this  act  in  the  event  of  term 
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policies  and  on  policies  that  are  in  the  second  year  where  there  is 
no  cash  value  ? 

Mr.  Beckett:  I  think  it  is  at  this  time  a  tremendously 
important  matter  that  the  company  attitude  toward  the  War 
Risk  Bureau  should  be  co-operative  rather  than  critical. 

Just  before  I  left  my  office  I  was  asked  the  question  as  to 
whether  we  should  call  the  War  Risk  Bureau's  attention  to  certain 
things.  For  example,  a  man  applies  for  relief  and  I  had  before  me 
the  provision  in  the  policy  with  reference  to  military  and  naval 
service.  It  is  true,  of  course,  that  this  general  information  has 
been  furnished  to  the  War  Risk  Bureau.  I  questioned  considerably 
as  to  how  much  information  I  should  volunteer  to  the  War  Risk 
Bureau,  and  while  I  was  considering  the  matter  I  had  a  very  nice 
letter  from  them  and  they  asked  us  to  kindly  furnish  all  informa- 
tion. 

On  the  reverse  side  of  the  application  I  quote  the  provision  in 
reference  to  military  and  naval  service  as  it  is  given  in  that  par- 
ticular policy. 

There  is  one  thing  that  has  not  been  mentioned  here,  a  thing 
I  very  much  regret.  From  letters  received  by  the  company,  I 
gather  that  some  of  the  soldiers  are  under  the  impression  that, 
under  this  Act,  a  company  cannot  concel  a  policy  on  a 
soldier's  life. 

Mr.  Cathles:  Mr.  Beckett,  my  experience  in  that  regard 
has  been  just  the  reverse.  I  cannot  agree  with  you  when  you  say 
that  most  of  the  soldiers  do  not  know  anything  about  this  act 
of  the  government  to  help  to  keep  those  policies  in  force.  And 
that  was  impressed  upon  us  very  forcibly  in  Texas.  The  State 
Council  of  Defense  of  Texas  took  the  matter  up,  and  they  have 
impressed  the  insurance  men  in  Texas  to  make  a  series  of  talks  to 
the  boys  when  they  are  drafted  and  just  before  they  leave  for  the 
camps.  The  president  of  my  company,  for  instance,  the  medical 
director  of  another  company,  our  general  counsel,  are  usually  the 
men  that  are  impressed  into  this  service,  and  each  of  these  men 
makes  a  little  talk  to  everybody  in  that  draft.  I  think  my  experi- 
ence has  been  exactly  opposite  from  that  expressed  by  Mr.  Beckett. 
While  there  may  be  a  few  of  the  men  who  take  that  view  of  it  I 
think  by  far  the  greater  part  of  them  know  that  there  is  such  a 
relief  given  and  are  taking  advantage  of  it. 
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Mr.  Beckett:  In  either  event  I  should  be  very  glad  and  am 
of  the  opinion  that  the  correct  information  in  regard  to  this  matter 
should  go  to  the  soldiers. 

Mr.  Catiiles:  I  just  brought  that  to  your  attention  because 
it  seems  to  me  that  is  the  very  best  way  of  getting  that  information 
to  them  when  they  are  drafted  and  before  they  leave  for  the 
camps. 

Mr.  Beckett:  I  think  so.  I  think  that  would  be  a  very  good 
scheme  if  it  could  be  followed  out. 

Mr.  Stein:  I  was  under  the  impression  that  the  government 
itself  was  going  to  take  some  steps  for  the  purpose  of  bringing  this 
matter  to  the  attention  of  the  soldiers  and  sailors  who  are  already 
in  the  service,  thereby  giving  them  this  very  necessary  information 
in  order  that  they  may  not  go  wrong  in  regard  to  the  matter,  as 
Mr.  Beckett  has  suggested. 

Mr.  Cathles:  They  are  doing  it  by  furnishing  the  company 
commanders  with  appUcation  blanks,  who  in  turn  supply  them 
to  the  soldiers  and  sailors. 

Mr.  Portch:  I  might  say  that  I  am  sure  that  none  of  the 
discussions  here  is  intended  as  a  criticism  or  as  an  indication  of  a 
critical  attitude  toward  the  Bureau  of  War  Risk  Insurance.  In 
opening  the  discussion,  for  instance,  I  mentioned  that  the  practice 
in  our  own  company  has  been  to  furnish  in  each  individual  case 
to  the  Bureau  of  War  Risk  Insurance  such  information  in  con- 
venient form  as  will  assist  it  in  construing  the  Act  in  reference  to 
that  policy.  We  go  farther  than  that.  We  write  a  letter  to  every- 
one insured  who  applies  to  us  where  it  is  obvious  that  his  policy 
does  not  come  under  the  Act  in  order  that  he  may  lose  nothing  by 
delay.  I  know  that  our  own  company  is  doing  everything  possible 
to  make  the  work  of  the  Bureau  of  War  Risk  Insurance  in  connec- 
tion with  this  Act  as  effective  and  as  easy  as  possible;  and  I  believe 
that  that  is  the  universal  attitude  of  the  companies  toward  this 
Act.  I  am  sure  that  every  company  will  help  the  Bureau  of  War 
Risk  Insurance  protect  the  interests  of  the  soldiers  and  sailors 
under  this  Act.     [Applause.] 

With  reference  to  the  misunderstanding  of  the  Act  on  the  part 
of  soldiers  and  sailors,  our  experience  is  exactly  in  line  with  that 
of  Mr.  Beckett's.  About  75  per  cent  of  the  applications  that  we 
have  had  from  soldiers  and  sailors  have  been  under  policies  where 
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the  Act  was  not  applicable.  It  is  obvious  that  either  the  enhsted 
man  does  not  understand  what  is  in  his  policy  or  that  this  Act  has 
not  been  properly  explained  to  him  in  the  camp.  I  think,  however, 
it  is  very  largely  a  misunderstanding  of  the  policy  contract,  and 
that  in  many  cases  the  insured  does  not  realize  that  he  has  a  war 
clause  or  military  service  restriction  in  his  policy. 

Mr.  Cathles:  Are  these  applications  that  you  get  from  the 
soldiers  and  sailors  on  the  official  blank  ? 

Mr.  Portch:  Yes,  75  per  cent  of  the  applications  we  have 
received  on  the  ofificial  blanks  have  been  on  policies  where  the  Act 
was  not  applicable. 

Mr.  Fairlie:  There  is  a  matter  that  may  not  be  of  very 
much  importance,  but  it  occurs  to  me  that  there  is  some  question 
as  to  how  loans  should  be  treated  temporarily  consisting  of  ad- 
vances made  on  behalf  of  the  insured,  whether  they  should  be 
treated  as  premium  loans  or  as  collateral  loans,  secured  by  the 
bonds  which  are  handed  over  to  the  insurer  by  the  government  as 
security  for  the  loans. 

And  there  is  another  question.  In  section  412  it  provides  that 
within  a  year  after  the  termination  of  the  war  there  shall  be  an 
accounting  between  the  insurer  and  the  government,  at  which  time 
there  shall  be  paid  to  the  insurer  by  the  government  the  difference 
between  the  total  interest  received  by  the  insurer  upon  the  bonds 
held  by  it  as  security  and  the  total  interest  upon  the  monthly 
differences,  and  this  latter  interest  is  to  be  calculated  at  a  5  per 
cent  rate.  If  a  policy  is  terminated  by  death  there  is  a  provision 
in  section  410  that  the  interest  rate  specified  in  the  policy  shall 
apply.  Under  that  section  the  insurer  is  entitled  to  the  premiums 
advanced,  and  to  any  unpaid  portion  of  the  premium,  and  to 
interest  at  the  rate  specified  in  the  policy.  Under  section  412, 
where  the  company  collects  from  the  government,  it  only  receives 
premiums  advanced  and  5  per  cent  interest.  Supposing  there  is 
an  interest  rate  of  6  per  cent  specified  in  the  contract,  then  in  any 
reimbursement  by  the  government,  although  you  may  have  been 
carrying  the  advances  at  an  interest  rate  of  6  per  cent,  you  may 
only  be  able  to  collect  5  per  cent. 

Those  two  features  occur  to  me,  and  I  want  to  bring  them 
before  you  for  your  consideration. 
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Mr.  Portch:  I  have  not  given  much  thought  to  the  question 
of  accounting  under  this  Act,  but  it  seems  to  me  that  it  can  be 
handled  in  the  usual  way  by  putting  these  amounts  through  your 
premium  account  and  considering  the  bonds  received  from  the 
government  as  an  investment.  I  see  no  reason  why  the  accounts 
could  not  be  handled  in  the  ordinary  manner  of  premium  receipts 
and  investments.  I  do  not  know  why  any  hypothetical  interest 
rate,  or  an  interest  rate  the  company  would  have  received  on  a 
policy  loan,  should  enter  into  this  matter  at  all. 

Mr.  Cathles:  Yes.  That  is  exactly  the  way  in  which  I  have 
interpreted  that  matter,  but  I  am  told  that  I  am  wrong,  that  these 
bonds  are  simply  loaned  to  the  company,  that  they  are  not  given 
outright  to  the  company. 

Mr.  Raub:  You  cannot  transfer  them.  You  cannot  assign 
them.     You  must  keep  them  as  a  security. 

Mr.  Seitz:  What  would  you  do  when  the  bonds  are  returned 
to  the  government,  what  procedure  would  you  follow  in  that 
case? 

Mr.  Portch:  In  case  they  are  returned  to  the  government, 
you  can  treat  the  transaction  as  a  sale  of  securities.  It  seems  to 
me  that  that  is  the  proper  way  because  by  that  method  the  com- 
pany will  be  able  to  adjust  any  gains  or  losses  in  book  value. 

Mr.  Mead:  Why  are  they  to  be  placed  in  possession  of  the 
companies  ?     Just  for  security,  are  they  not  ? 

Mr.  Cathles:  Even  if  they  are  simply  given  over  under 
restrictions  I  still  do  not  see  any  serious  objection  to  treating  them 
as  company's  property. 

Mr.  Raub:  Could  you  sell  them  back  to  the  government? 
Would  you  call  that  a  sale  when  they  are  returned  to  the  govern- 
ment under  the  provisions  of  this  Act  ? 

Mr.  Mead:  They  are  not  the  company's  property.  They 
are  deposited  according  to  the  Act  and  subject  to  its  provisions. 

Mr.  Raub:  I  think  you  are  right.  I  think  the  bookkeeping 
part  of  it  is  just  incidental  to  the  real  issue.  I  think  for  all  practical 
purposes  they  are  yours,  yet  in  fact  they  are  the  government's 
property  and  are  given  to  the  company  as  a  guaranty. 

Mr.  Mead  :  Why  not  treat  them  in  accordance  with  the  terms 
of  the  Act  ? 
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Credit  premium  receipts  and  charge  premium  loans  on  policies 
and  the  reserve  of  the  policies  together  with  the  government 
bonds,  which  are  a  guaranty  that  makes  the  loan  secure.  Those 
departments  that  call  in  question  the  security  of  a  loan  can  be 
shown  that  the  company  has  as  security  United  States  bonds  for 
the  amounts  advanced. 

Mr.  Cathles:  There  should  be  a  special  account  for  United 
States  bonds  owned  in  connection  with  those  policies;  maintained 
under  the  Civil  Rights  Act,  and  treat  them  as  assets,  and  you  could 
probably  do  so  and  be  on  the  safe  side. 

Mr.  Mead:  The  other  is  more  in  accordance  with  the  actual 
situation,  and  the  practical  results  are  the  same. 

Mr.  Cathles:  If  the  practical  results  are  the  same,  why  not 
take  the  simplest  way  out  of  it  ? 

Mr.  Raub:  Section  409  says  "that  the  bonds  so  delivered 
shall  be  held  by  the  respective  insurers  as  security  for  the  payment 
of  the  defaulted  premiums  with  interest.  To  indemnify  it  against 
loss  the  United  States  shall  have  a  first  lien  upon  any  policy  receiv- 
ing the  benefits  of  this  Article." 

Mr.  Cathles:  It  was  understood,  I  think,  that  it  was  not 
intended  as  collateral  security,  but  to  indemnify  the  company. 

Mr.  Mead:  But  it  seems  to  me  that  they  are  not  the  property 
of  the  company  inasmuch  as  they  are  merely  turned  over  by  the 
government  as  a  guaranty. 

Mr.  Buttolph:  It  seems  to  me  that  it  may  help  some  of  us 
to  decide  that  question  if  we  just  speak  for  a  moment  of  the 
affidavit  which  we  are  required  to  make  to  our  state  department. 
The  affidavit,  as  I  remember  it,  contains  the  statement  that  all 
of  the  assets  are  the  absolute  property  of  the  company.  How 
anybody  can  say  that  these  government  bonds  deposited  with  the 
company  as  security  are  the  absolute  property  of  the  company  I 
fail  to  understand.  It  seems  to  me  absolutely  that  it  is  a  collateral 
loan;  and  it  may  be  true,  as  it  will  be  true  in  Indiana,  for  example, 
that  we  are  making  a  collateral  loan  which  is  in  violation  of  the 
strict  wording  of  the  Indiana  law,  which  limits  us  to  75  per  cent, 
if  my  recollection  is  correct,  of  the  market  value  of  the  collateral. 
Yet  it  is  a  violation  of  a  state  law  which  is  rather  forced  upon  us 
by  the  federal  law.  I  do  not  believe  that  any  company  is  going  to 
be  called  on  the  carpet  by  the' insurance  department  of  the  state 


igiS]  Soldiers'  and  Sailors'  Civil  Relief  Act  83 

for  that  violation  of  the  law.  If  any  such  situation  should  be 
forced  on  the  company  I  don't  know  what  the  result  will  be.  I 
feel  that  you  might  be  compelled  to  reduce  that  particular  asset 
as  an  admitted  asset,  but  I  can't  see  how  this  asset  of  the  company 
can  be  treated  in  any  other  way  than  as  a  collateral  loan.  I  do 
not  agree  with  the  suggestion  that  it  is  anything  else.  I  think  it  is 
a  collateral  loan  and  the  security  is  the  bonds  deposited  by  the 
government  with  the  company. 

Mr.  Fairlie:  Section  409  provides  "that  the  bonds  so  de- 
livered shall  be  held  by  the  respective  insurers  as  security  for  the 
payment  of  the  defaulted  premiums  with  interest.  To  indemnify 
itself  against  loss  the  United  States  shall  have  a  first  lien  upon  any 
policy  receiving  the  benefits  of  this  Article,  subject  only  to  any 
lien  existing  at  the  time  the  policy  became  subject  to  this  Act, 
and  no  loan  or  settlement  or  payment  of  dividend  shall  be  made  by 
the  insurer  on  such  policy  which  may  prejudice  the  security  of  such 
lien.  Before  any  dividend  is  paid  or  any  loan  or  settlement  is  made 
the  written  consent  of  the  Bureau  of  War  Risk  Insurance  must  be 
obtained."  And  section  413  provides  what  shall  happen  after  the 
war  is  over  with  respect  to  those  bonds.  It  seems  to  me  that  it  is 
quite  clear  that  those  bonds  are  merely  held  as  collateral  security. 
You  could  not  carry  them  in  Schedule  B,  for  instance,  for  they  are 
bonds  owned  by  the  government  and  advanced  to  the  company 
as  collateral  security. 

One  feature  that  I  referred  to  before  has  not  been  referred  to 
by  other  speakers,  and  that  is  this  question  of  interest  rate.  It 
seems  to  me  that  the  company  should  not  receive  credit  for  more 
than  5  per  cent  interest  rate  on  these  amounts  that  are  advanced. 
Incidentally,  the  bonds  which  are  given  to  it  by  the  Treasury 
for  security  only  cover  the  premiums  and  not  the  interest,  so  that 
there  really  may  not  be  any  security  for  interest  accumulations. 
And  when  any  account  is  reconciled  between  the  government  and 
the  insurer  it  is  going  to  be  made  up  on  a  basis  of  a  5  per  cent  inter- 
est rate.  The  only  case  where  the  insurer  is  entitled  to  a  greater 
interest  rate  is  where  the  policy  so  states  and  in  the  case  of  the 
death  of  the  insured.  I  do  not  think  that  the  company  would  be 
entitled  in  the  meantime  to  more  than  a  5  per  cent  interest  rate. 
This  is  something  that  should  be  given  consideration  because  there 
might  be  considerable  confusion  there. 
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[Note. — The  following  note  was  prepared  by  Mr.  L.  M.  Cathles  during 
an  extended  visit  to  the  War  Risk  Insurance  Bureau  in  Washington,  and  is 
inserted  here  in  the  belief  that  it  will  be  found  to  be  of  the  greatest  benefit  to 
members  of  the  Institute. — Editor.] 

I.       PREMIUM    NOTICES 

It  is  suggested  that  a  stamp  containing  the  following  be  pre- 
pared and  used  when  sending  premium  notices  and  premium 
receipts  in  connection  with  policies  which  have  been  brought 
within  the  benefits  of  the  Act: 

"Provision  for  the  payment  of  the  premiums  on  this  policy  has 
been  made  by  the  United  States  under  Article  IV  of  the  Soldiers' 
and  Sailors'  Civil  Relief  Act.  This  will  continue  the  policy  in  force 
during  the  period  of  military  service  of  the  insured  and  one  year 
thereafter  but  not  longer  than  one  year  after  the  termination  of  the 
war." 

2.       INDEBTEDNESS 

The  benefits  of  the  Act  are  not  available  in  respect  of  any  policy 
on  which  there  is  outstanding  a  loan  or  other  indebtedness  equal 
to  or  greater  than  50  per  cent  of  the  cash  surrender  value  of  the 
policy  at  the  time  application  for  the  benefits  is  made. 

The  increasing  indebtedness  on  the  policy,  arising  from  the 
guaranteeing  of  the  premiums  on  such  policy  by  the  United  States 
does  not  operate  to  exclude  same  from  the  benefits  of  the  Act. 

3.      EXTENSION    OF    BENEFITS 

The  benefits  of  this  Act  are  only  available  to  a  person  in  mili- 
tary service  in  respect  of  contracts  of  insurance  in  force  under  their 
terms  up  to  the  face  value  of  $5,000. 

4.      REINSTATEMENT 

The  Act  is  silent  in  regard  to  the  reinstatement  of  policies 
which  have  lapsed  prior  to  the  entry  of  the  insured  into  military 
service  but  does  state  that  no  policy  which  has  not  lapsed  for  the 
nonpayment  of  premium  before  the  commencement  of  the  period 
of  military  service  of  the  insured  and  in  respect  of  which  application 
has  been  made  before  premiums  are  due  and  unpaid  for  a  period 
of  more  than  one  year  shall  lapse  or  be  forfeited  for  the  nonpayment 
of  premium,  subject,  however,  to  the  other  limitations  of  the  Act. 
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5,      INTEREST   ON  PREMIUMS 

a)  In  the  event  the  policy  is  terminated  by  death  during  the 
period  of  operation  of  the  Act. 

Section  410  states:  "That  in  the  event  that  the  miUtary  service 
of  any  person  being  the  holder  of  a  policy  receiving  the  benefits 
of  this  Article  shall  be  terminated  by  death,  the  amount  of  any 
unpaid  premiums  with  interest  at  the  rate  provided  for  in  the 
policy  for  policy  loans  shall  be  deducted  from  the  proceeds  of  the 
policy  and  shall  be  included  in  the  next  monthly  report  of  the 
insured  as  premiums  paid." 

Paragraph  3,  Article  D,  of  Hon.  W.  G.  McAdoo's  letter  of 
April  15,  1918,  states:  "Column  6  of  the  Monthly  Difference 
Report  shall  include  interest  at  not  over  5  per  cent  per  annum 
for  the  period  during  which  the  premium  has  been  credited  with 
interest  through  the  Monthly  Difference  Report." 

b)  In  the  event  the  insured  repays  the  premiums  within  one 
year  after  the  termination  of  his  period  of  mihtary  service. 

The  penalty  is  Section  411:  "That  if  the  insured  does  not 
within  one  year  after  the  termination  of  his  period  of  military 
service  pay  to  the  insurer  all  past  due  premiums  with  interest 
thereon  from  their  several  due  dates  at  the  rate  provided  in  the 
policy  for  policy  loans,"  etc. 

c)  In  the  event  the  insured  does  not  repay  the  premiums  within 
one  year  after  the  termination  of  his  period  of  military  service  or 
of  the  war. 

Section  411  states:  "That  if  the  insured  does  not  within  one 
year  after  the  termination  of  his  period  of  military  service  pay  to 
the  insurer  all  past  due  premiums  with  interest  thereon  from  their 
several  due  dates  at  the  rate  provided  in  the  policy  for  policy  loans, 
the  policy  shall  at  the  end  of  such  year  immediately  lapse  and 
become  void,  and  the  insurer  shall  thereupon  become  liable  to  pay 
the  cash  surrender  value  thereof." 

Section  412  (2)  states,  "but  not  in  any  case  a  greater  amount  on 
any  policy  than  the  total  of  the  unpaid  premiums  with  interest 
thereon  at  the  rate  provided  for  in  the  policy  for  poHcy  loans." 

It  would  appear  from  the  foregoing  that  the  insurer  will  receive 
defaulted  premiums  with  interest  thereon  from  the  due  dates  at 
the  rate  provided  in  the  policy  for  poHcy  loans. 
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6.      INTEREST   ox   POLICY   LOANS 

It  is  the  privilege  of  the  insurer  to  add  policy  loan  interest  when 
due  to  policy  loans  and  accumulate  the  sum  at  the  rate  provided 
in  the  pohcy  for  policy  loans. 

7.  INTEREST   RATE 

In  regard  to  the  rate  of  interest  provided  for  in  the  application 
the  Act  provides  that  the  past  due  premiums  shall  be  repaid  by  the 
insured  or  out  of  the  proceeds  of  the  policy  with  interest  at  the  rate 
provided  in  the  policy  for  policy  loans.  But,  as  the  United  States 
deposits  bonds  to  guarantee  premiums  as  reported  on  the  Monthly 
Difference  Reports  and  these  balances  (Section  402,  Part  2)  are 
to  receive  interest  at  5  per  cent  per  annum  less  the  interest  received 
on  the  bonds,  the  result  is  that  the  United  States  is  entitled  to 
receive  the  return  of  the  bonds  so  advanced  covering  past  due 
premiums  repaid  and  interest  on  same  at  5  per  cent  per  annum. 

8.  MODIFICATIONS 

The  following  is  a  condensed  statement  of  the  provisions  of  the 
Soldiers'  and  Sailors'  Civil  Relief  Act  which  might  require  modi- 
fication of  the  terms  of  the  original  contract  of  insurance  in  respect 
of  policies  brought  within  the  benefits  of  Article  IV  of  the  Act : 

1.  That  no  policy  which  has  not  lapsed  for  the  nonpayment  of 
premium  before  the  commencement  of  the  period  of  military  service  of 
the  insured  shall  lapse  or  be  forfeited  for  the  nonpayment  of  premium 
during  the  period  of  such  service  or  during  one  year  after  the  expiration 
of  such  period. 

2.  That  the  United  States,  to  indemnify  iiself  against  loss,  shall  have 
a  first  lien  upon  any  policy  receiving  the  benefits  of  the  Act,  subject  only 
to  any  lien  existing  at  the  time  the  policy  became  subject  to  the  Act. 

3.  That  no  loan  or  settlement  or  payment  of  dividends  shall  be 
made  by  the  insurer  on  any  policy  receiving  the  benefits  of  the  Act, 
which  may  prejudice  the  security  of  the  lien  of  the  United  States. 

4.  That  before  any  dividend  is  paid  or  any  loan  or  settlement  is 
made  on  any  policy  receiving  the  benefits  of  the  Act,  the  written  consent 
of  the  Bureau  of  War  Risk  Insurance  must  be  obtained. 

5.  That  if  the  insured  does  not  within  one  year  after  the  termination 
of  his  period  of  military  service  pay  to  the  insurer  all  past  due  premiums 
with  interest  thereon  from  their  several  due  dates  at  the  rate  provided 
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in  the  policy  for  policy  loans,  the  policy  shall  at  the  end  of  such  year 
immediately  lapse  and  become  void  and  the  insurer  shall  thereupon 
become  liable  to  pay  the  cash  surrender  value  thereof,  if  any. 

9.      ACCOUNTING 

That  method  of  accounting  which  will  carry  out  the  provisions 
of  the  Act  and  which  has  the  indorsement  of  the  Insurance  Com- 
missioners will  be  satisfactory  to  the  Bureau. 

It  is  the  opinion  of  the  Bureau  that  the  item  representing  the 
bonds  turned  over  to  the  insurer  should  be  separately  and  distinctly 
carried  in  the  insurer's  financial  statements,  so  that  it  may  be 
readily  checked  with  the  Bureau's  records. 

SURRENDER  VALUES  IN  POLICIES  ON  SUBSTANDARD  LIVES 

President  Beckett:  I  understand  Mr.  Mead  has  given  this 
some  consideration  and  I  will  take  the  liberty  of  calling  upon  him 
to  open  the  discussion. 

Mr.  Mead:  The  plan  most  generally  used  in  this  country  in 
determining  the  rating  of  substandard  risks  is  by  means  of  classifi- 
cation according  to  certain  assumed  extra  percentages  of  mortality 
which,  according  to  his  judgment,  experience,  and  the  published 
statistics  available  to  him,  the  underwriter  believes  would  ade- 
quately provide  for  the  mortality  which  it  may  reasonably  be 
expected  will  be  incurred  upon  a  group  of  lives  of  the  type  under 
consideration  if  enough  lives  of  such  type  were  secured  to  give 
an  average  experience. 

Having  so  classified  a  risk,  the  next  step  is  to  determine  the 
premium  rating.  Two  courses  are  the  most  generally  followed. 
Of  these  the  more  common  practice  is  to  determine  the  number  of 
years  of  rating  up  which  will  result  in  a  premium  approximately 
equivalent  to  the  premium  by  the  mortality  table  providing  for 
the  extra  percentage  of  mortality  according  to  which  the  risk  was 
rated.  In  this  case  it  is  usual  to  grant  surrender  values  in  accord- 
ance with  the  rated-up  age,  usually  without  extended  insurance, 
although  there  are  some  companies  which  grant  extended  insurance 
if  the  rating  up  is  not  very  considerable,  say  not  over  five  years. 
However,  I  am  sorry  to  say  that  there  are  some  companies  which 
grant  extended  insurance  under  all  circumstances. 
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The  second  course,  which  is  only  occasionally  pursued  and  is 
the  one  which  is  more  in  harmony  with  the  methods  which  have 
been  employed  in  classifying  or  assessing  the  risk,  is  to  charge  a 
premium  based  upon  a  mortality  table  providing  for  the  assumed 
extra  percentage  of  mortality  over  that  of  standard,  and  to  base 
the  surrender  values  upon  this  special  mortality  table.  This 
latter  course,  as  already  intimated,  is  more  in  harmony  with  the 
basis  upon  which  the  risk  was  assessed,  for  each  year  the  cost  of 
insurance  provided  by  the  premium  after  setting  aside  the  reserve 
for  future  mortality  is  equal  to  the  anticipated  mortality  for  a  risk 
of  the  type  in  question. 

The  accompanying  diagram  shows  that  the  cost  of  the  insur- 
ance according  to  the  rated-up  age  is  not  sufficient  in  the  earlier 
poHcy  years  to  provide  the  assumed  extra  percentage  of  mortality. 
As  a  result  the  reserve  values  are  unnecessarily  high  when  based 
upon  the  rated-up  age,  and  in  case  of  the  termination  of  the  policy 
after  non-forfeitable  values  are  available  the  seceding  risk  secures 
more  than  is  equitably  his  due. 

The  accompanying  table  of  specimen  surrender  values  is  based 
upon  the  full  reserve  on  the  preliminary- term  basis  with  3I  per  cent 
interest:  first,  according  to  the  American  Table  for  the  actual  age 
35;  second,  according  to  the  same  table  for  the  rated-up  age  42, 
for  which  age  the  premium  is  approximately  the  same  as  the 
premium  according  to  a  table  providing  for  150  per  cent  of  the 
American  Table;  and  third,  according  to  a  table  providing  for 
150  per  cent  of  the  American  Table. 

It  will  be  observed  that  the  cash  surrender  values  for  the  table 
providing  for  the  assumed  extra  percentage  of  mortality  are 
intermediate  between  the  values  for  the  actual  age  and  for  the 
rated-up  age.  However,  the  excess  of  the  cash  value  at  the  end 
of  the  third  year  for  the  rated-up  age  is  approximately  $7 .  00  more 
than  for  the  special  mortality  table  according  to  which  the  risk  was 
rated.  This  excess  increases  from  year  to  year.  At  the  end  of 
twenty  years  it  is  approximately  $51.00,  and  at  the  end  of  thirty 
years  it  is  approximately  $61.00.  Hence  in  case  of  surrender  for 
cash  the  seceding  policyholder  secures  very  much  more  than  his 
proper  equity.  In  other  words,  during  his  life  as  a  policyholder 
he  has  not  contributed  his  proper  share  of  the  mortality  costs 
according  to  the  basis  of  assessment. 
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Mortality  curves  illustrating  the  rates  of  mortality  upon  which  the 
premium  is  based  for  a  standard  risk  entering  at  age  35,  the  rates  of 
mortality  for  an  entrant  aged  35  rated  up  eight  years,  and  the  rates  of 
mortality  for  an  entrant  aged  35  upon  whom  150  per  cent  mortality  is 
expected. 
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The  extended  insurance  during  the  earher  years,  when  termi- 
nations are  greatest,  is  very  much  more,  according  to  the  rated-up 
age,  than  it  should  be.  For  instance,  at  the  end  of  the  third  year 
the  extended  insurance  for  the  rated-up  age  is  3  years  and  2 
months,' whereas  according  to  the  special  mortality  table,  in  accord- 
ance with  which  the  risk  was  rated,  the  extended  insurance  is  only 
2  years.  The  seceding  policyholder  therefore  secures  over  50 
per  cent  more  extended  insurance  than  he  is  entitled  to.  At  the 
end  of  the  fifth  year  the  extended  insurance  according  to  the  rated- 
up  age  is  6  years  and  i  month,  whereas  according  to  the  special 
mortality  table,  which  may  more  appropriately  be  used,  it  is  4 
years  and  2  months. 

In  view  of  the  fact  that  values  according  to  the  rated-up  age 
result  in  excessive  reserves  on  persistent  policyholders  and  exces- 
sive surrender  values  to  the  seceding  policyholders,  the  practical 
superiority  of  the  values  according  to  the  extra-percentage  table 
of  mortality  is  readily  apparent. 

Arguments  have  often  been  advanced  against  the  practice  of 
allowing  extended  insurance  on  standard  lives.  These  arguments 
are  even  more  forcible  when  substandard  risks  are  under  con- 
sideration if  surrender  values  are  based  upon  the  rated-up  age,  for 
the  specimen  tables  of  surrender  values  reveal  that  the  term  of 
extended  insurance  according  to  the  rated-up  age  is  unduly  pro- 
longed. In  fact,  the  extended  insurance,  according  to  the  actual 
age,  is  too  great  in  most  instances.  This  is  true  of  the  case  illus- 
trated in  the  table.  To  obviate  this,  as  has  already  been  pointed 
out,  extended  insurance  is  frequently  eliminated  in  the  case  of 
substandard  risks.  A  very  great  practical  advantage  in  employing 
the  values  according  to  the  special  mortality  table  is  that  extended 
insurance  may  be  included  with  as  much  theoretical  propriety  as 
in  the  case  of  standard  risks.  Our  own  company  has  found  from 
experience  that  it  is  more  difficult  to  place  policies  without  extended 
insurance.  -During  the  past  five  years  we  have  been  using  special 
mortality  tables  to  determine  the  rates  and  values  for  substandard 
risks,  and  we  have  been  enjoying  the  advantage  of  including 
extended  insurance  on  practically  all  substandard  cases  where  the 
values  are  based  according  to  the  extra-percentage  table.  As  a 
result  we  have  been  placing  65  per  cent  of  our  modified  policies. 
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Mr.  Bowerman:  I  would  like  to  ask  Mr.  Mead  a  question. 
Suppose  a  man  applies  for  a  policy  on  the  twenty-year  term  plan 
and  you  issue  him  a  policy  on  the  twenty-year  endowment  plan, 
either  rated  up  or  not  rated  up.  If  you  put  extended  values  on  it, 
no  matter  what  table  you  figure  them  on,  and  he  pays  his  premiums 
for  two  or  three  years,  can  he  not  then  step  out  from  imder  that 
policy  by  using  his  cash  surrender  value  to  purchase  extended 
insurance  and  thereby  get  around  your  rules  ? 

Mr.  Mead:  We  do  not  issue  substandard  insurance  on  term 
plans.  However,  if  we  are  willing  to  issue  a  substandard  policy 
to  an  applicant,  we  would  as  readily  issue  on  the  ordinary  life 
plan  as  on  an  endowment,  except  in  a  few  isolated  cases  which 
represent  but  a  small  proportion  of  our  substandard  business. 
The  reason  that  we  do  not  issue  substandard  insurance  on  term 
plans,  even  if  the  premiums  are  based  upon  a  table  providing  for 
an  extra  percentage  of  mortality,  is  that  we  desire  to  eliminate  a 
certain  element  of  personal  selection,  which  may  be  accomplished 
by  limiting  to  ordinary  life  and  higher  priced  forms  on  a  sub- 
standard basis.  Furthermore,  we  have  an  additional  margin  of 
excess  interest  earnings. 

Having  approved  an  application  for  substandard  insurance 
on  the  ordinary  life  of  a  higher  priced  form  we  are  perfectly  willing 
to  grant  extended  insurance  under  practically  all  of  our  substand- 
ard cases,  for  if  a  case  should  subsequently  go  under  extended 
insurance  we  have  provided  under  that  extended  insurance  for 
mortality  on  the  assumed  extra  percentage  basis  in  accordance 
with  which  the  risk  was  originally  rated.  Such  cases  will  represent 
only  a  small  proportion  of  our  original  issues  and  the  experience 
will  work  out  satisfactorily  as  a  whole. 

Mr.  Portch:  Mr.  Mead,  if  your  company  refuses  to  grant 
term  insurance  on  a  substandard  basis,  how  can  you  justify  grant- 
ing extended  insurance  on  the  same  basis? 

Mr.  Mead:  I  believe  that  by  limiting  substandard  business 
to  forms  other  than  term  we  have  eliminated  a  certain  personal 
selection  and  secured  the  additional  margin  of  the  excess  interest 
earnings  so  that  it  is  practicable  to  grant  extended  insurance  for 
which  we  are  receiving  a  consideration  on  the  basis  of  the  assumed 
extra  mortality  according  to  which  the  risk  was  rated.     It  seems 
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to  me  under  such  circumstances  that  it  is  just  as  logical  to  grant 
extended  insurance  as  it  is  in  the  case  of  standard  lives. 

While  a  certain  isolated  case  might  select  against  us,  yet 
I  believe  when  we  consider  the  experience  as  a  whole  it  will 
work  out  satisfactorily,  considering  both  the  policies  which  are 
continued  under  their  original  status  and  those  which  are  main- 
tained under  extended  insurance.  I  believe  we  will  have  no 
greater  proportion  of  applicants  deliberately  selecting  against  us 
by  designing  to  subsequently  take  the  extended  insurance  option 
any  more  than  we  have  much  similar  selection  in  connection  with 
standard  risks.  As  already  intimated,  even  if  they  do  select  term 
extension  they  are  contributing  on  the  basis  of  an  extra  mortality. 

Mr.  Portch:  What  I  was  trying  to  get  at  is  this:  Is  there 
any  sound  theory  underlying  your  refusal  to  grant  term  insurance 
to  substandard  risks  ? 

Mr.  Mead:  Yes;  in  order  to  eliminate  the  more  intense 
selection  that  exists  in  connection  with  substandard  risks  and  to 
secure  in  addition  a  safety  margin  of  excess  interest  and  to  reduce 
the  net  amount  at  risk  as  time  progresses. 

Mr.  Nitchie:  When  you  base  your  values  on  the  special 
mortality  table  how  do  you  appraise  your  policy  so  that  it  will 
conform  to  the  standard  provisions  ? 

Mr.  Mead:  Our  substandard  policies  have  been  approved  in 
all  the  states  in  which  we  transact  business,  and  these  states  prac- 
tically all  have  uniform  standard  provisions,  at  least  in  so  far  as 
relates  to  this  phase  of  the  policies.  The  only  change  we  make 
in  our  policies  is  to  indicate  on  the  face  that  they  belong  to  a  special 
class,  and  again,  under  the  table  of  values  where  the  reserve  basis 
is  indicated,  it  is  set  forth  that  the  reserves  upon  which  the  fore- 
going surrender  values  are  based  are  derived  from  a  mortality  table 
which  provides  for  a  certain  specified  extra  percentage  of  mortality 
by  the  American  Table.  This  is  a  very  simple  modification  and 
is  accomplished  by  merely  pasting  a  sticker  over  our  regular  pro- 
vision embodying  the  special  reserve  provision.  This  is  very 
neatly  and  easily  applied. 

Mr.  Beckett:  Five  years  ago  I  read  a  paper  before  the  Medi- 
cal Directors'  Section  of  the  American  Life  Convention.  In 
that  paper  I  calculated  the  premium  rates  on  standard  forms  of 
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policies,  v/hole  life,  endowment,  at  age  intervals  of  five  years,  on 
assumed  mortality  of  no  per  cent,  125  per  cent,  150  per  cent,  175 
per  cent,  and  200  per  cent,  on  the  regular  standard  forms  of  policies 
on  American  Experience  at  3^  per  cent,  and  then  I  made  the  graphs 
for  interpolating  purposes.  I  have  had  a  number  of  calls  for  those 
original  sheets  from  medical  directors.  I  have  no  more  of  them, 
but  if  any  of  you  would  be  interested  in  the  premiums  on  these 
assumptions  at  intervals  of  five  years  you  will  find  them  in  the 
proceedings  of  those  conventions. 

On  account  of  the  difficulties  to  which  Mr.  Mead  has  referred, 
I  am  quite  in  sympathy  with  the  method  of  handling  a  great  many 
classes  of  substandard  lives  on  assumptions  of  extra  mortality 
rather  than  the  cruder  way  of  simply  rating  up  the  years. 

Mr.  Stein:  It  has  always  seemed  to  me  that  when  you  charge 
the  rate  at  the  rated-up  age  you  ought  to  consider  the  increase  over 
the  regular  premium  as  an  extra  premium.  Why  not  then  give 
them  the  values  at  the  regular  age  rather  than  at  the  rated  age  ? 

Mr.  Mead:  An  applicant  likes  to  feel  that  his  values  are  in 
proportion  to  the  premium  paid,  and  I  feel  that  it  is  of  great  influ- 
ence in  our  placing  such  a  large  proportion  of  our  substandard 
policies  (about  65  per  cent  of  those  issued)  that  we  base  the  values 
on  increased  reserves  which  are  intermediate  on  the  life  forms 
between  those  for  the  true  age  and  the  rated-up  age  and  because 
furthermore,  as  already  indicated,  we  grant  extended  insurance. 
Besides,  the  extended  insurance  by  the  actual  is  too  great,  as 
already  illustrated. 

Mr.  Stein:  You  do  not  get  quite  as  much  premium  for  the 
increased  risk  ? 

Mr.  Mead:  It  is  true  that  we  do  not  get  as  wide  a  margin 
for  the  whole  group  owing  to  the  increased  surrender  values 
granted  over  those  for  the  actual  age,  but  I  think  that  this  is  more 
than  made  up  in  the  large  proportion  of  policies  placed  and  in  the 
added  confidence  on  the  part  of  the  agent.  I  believe  that  is  the 
point  you  have  in  mind. 

Mr.  Stein:     That  is  what  I  mean. 

Mr.  Graham:  In  arriving  at  the  number  of  years  to  be  added 
to  the  age  of  the  insured  to  provide  for  the  extra  mortality,  do  you 
give  any  consideration  to  the  fact  brought  out  by  Mr.  Stein,  that  on 
ceded  policies  you  return  the  insured  in  the  form  of  a  cash  sur- 
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render  value  a  very  considerable  part  of  the  extra  premium  col- 
lected ?  I  think  it  might  be  well  to  make  some  further  addition 
to  the  normal  age  on  this  account. 

Mr.  Mead:  We  do  not  add  anything  to  the  rating  in  con- 
sideration of  the  fact  that  we  grant  reinsurance  policies  with  values 
according  to  the  rated-up  age  and  not  the  special  mortality  table. 
This  is  scarcely  practicable,  but  we  do  not,  when  policies  are  valued 
according  to  the  rated-up  age,  grant  extended  insurance  if  the 
number  of  years  rated  up  is  in  excess  of  five. 

Mr.  Stein:  I  think  the  point  Mr.  Graham  had  in  mind  was 
this,  that  since  by  reason  of  giving  the  slightly  increased  values 
you  practically  decrease  the  extra  premium  charged  for  the  risk, 
do  you  rate  them  up  just  a  little  higher  than  you  would  otherwise  ? 

Mr.  McBride:  Is  it  true  that  the  use  of  the  values  belong- 
ing to  the  true  age  has  been  proved  by  accurate  observation  to  be 
a  material  obstacle  in  the  way  of  delivering  rated-up  policies  ? 

Mr.  Mead:  While  I  have  no  definite  statistics  bearing  on 
the  point,  yet  I  feel  confident  that  we  are  placing  a  larger  percent- 
age of  our  policies  where  we  incorporate  extended  insurance  in 
connection  with  values  based  on  the  special  mortality  table  than 
when  we  grant  values  according  to  the  rated-up  age  and  eliminate 
extended  insurance  in  a  large  proportion  of  the  cases. 

Mr.  McBride:  The  lack  of  extended  insurance  might  be  an 
obstacle,  but  would  the  small  difference  between  nonforfeiture 
values  for  the  true  age  and  the  nonforfeiture  values  based  on  your 
modified  table  materially  affect  the  chances  of  delivery?  I  can 
readily  see  that  the  inclusion  of  extended  insurance  values  would  be 
a  material  help,  and  extended  insurance  values,  to  my  way  of 
thinking,  would  be  included  with  the  nonforfeiture  values  belong- 
ing to  the  true  age.  I  asked  the  question  because  my  inclination 
is  to  regard  the  extra  premium,  or  the  charging  of  the  advanced 
rate  with  the  values  for  the  true  age,  as  being  somewhat  parallel, 
and  the  difference  between  values  for  the  true  age,  not  considering 
extended  insurance,  and  values  based  on  modified  table  would  not 
be  so  great,  I  should  think,  as  to  materially  affect  the  chances  of 
delivery. 

Mr.  Mead:  You  mean  you  would  include  extended  insurance 
for  the  true  age  ? 

Mr.  McBride:    Yes. 
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Mr.  Mead:  If  you  give  extended  insurance  according  to  the 
actual  age  you  will  still  be  giving  too  much  by  way  of  extended  in- 
surance. For  instance,  the  extended  insurance  for  the  true  age  on 
the  standard  table  at  the  end  of  the  third  year  on  the  ordinary 
life  plan  at  age  thirty-five  is  two  years  and  ten  months,  whereas 
by  the  1 50  per  cent  table  it  is  only  two  years.  If  you  give  extended 
insurance  according  to  the  actual  age  by  the  standard  table  you 
will,  therefore,  be  giving  50  per  cent  more  than  due.  At  the  end 
of  the  fifth  year  the  extended  insurance  by  the  standard  table  at 
the  true  age  is  five  years  and  nine  months  as  compared  with  only  four 
years  and  two  months  by  the  special  table.  While  it  is  true  that 
so  far  as  the  cash  value  is  concerned  you  are  on  the  safe  side,  such 
is  not  the  case  with  extended  insurance. 

Mr.  Graham:  As  I  understand  it,  Mr.  Mead  rates  a  case 
which  is  equivalent  to  150  per  cent  of  his  standard,  and  from  his 
table  finds  that  that  is  equivalent,  say,  to  a  ten-year  addition 
to  the  age.  Is  one  correct  in  assuming  that  in  the  event  of  termina- 
tion, say  at  the  end  of  the  fifth  year,  if  a  surrender  value  based  on 
that  increased  age  be  allowed  you  have  collected  during  the  five- 
year  period  that  you  have  been  on  the  risk  150  per  cent  of  the 
standard  mortality  ?     I  think  not. 

Mr.  Mead:  You  have  not,  and  that  is  the  very  point  that  I 
have  endeavored  to  bring  out  in  the  discussion.  You  are  not 
getting  the  assessed  cost  of  insurance  when  a  risk  secedes  and  you 
have  granted  him  values  according  to  the  rated-up  age.  The 
specimen  tables  and  diagram  which  I  have  presented  illustrate  that 
the  insured,  if  values  are  granted  according  to  the  rated-up  age, 
has  not  left  with  the  company  cost  of  insurance  sufficient  to  pay 
his  way  on  the  basis  rated,  and  therefore  it  is  advisable  to  use  the 
special  mortality  table. 

Mr.  Beckett:  Mr.  Mead,  may  I  ask  you,  do  you  really  pay 
any  attention  to  the  increase  in  age  ? 

Mr.  Mead:     Not  on  our  own  business. 

Mr.  Beckett:  No,  but  you  would  issue  a  policy  at  the  true 
age? 

Mr.  Mead:  Yes,  and  the  company  each  year  receives  the 
contribution  to  cost  of  insurance  that  was  contemplated  when  the 
risk  was  rated. 
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Mr.  Cathles:  Mr.  Mead,  did  you  make  any  calculations  on 
the  endowment  insurance  policies  along  the  same  line?  These 
calculations  that  you  have  referred  to,  as  I  understand  it,  are 
based  on  ordinary  life  policies. 

Mr.  Mead:  While  the  discussion  so  far  has  related  to  life 
policies,  yet  we  apply  the  same  principle  to  endowment  policies, 
although  reserves  as  a  rule  on  the  endowment  plans  are  less  on 
the  special  mortality  tables  than  by  the  standard  table  for  the 
same  age. 

Mr.  Cathles  :  That  is  the  point  I  wish  to  bring  out,  that  there 
is  a  difference  between  the  effect  on  ordinary  life  policies  and  the 
effect  on  endowment  policies. 

Mr.  Mead:    There  is  a  difference. 

Mr.  Cathles:  Yes,  that  is  the  point  that  I  wish  to  bring  out. 
I  think  it  is  a  very  interesting  point  in  this  connection  and  one  that 
should  be  taken  into  consideration. 

Mr.  Mead:  While  it  is  true  that  the  cash  surrender  value 
would  be  about  the  same  or  less  according  to  the  special  mortality 
table  than  for  the  standard  table  at  the  same  age,  yet  when  you 
come  to  extended  insurance  the  values  according  to  the  standard 
table  are  very  much  in  excess  of  what  they  are  according  to  the 
special  table.  While  the  reserves  are  approximately  the  same  in 
the  two  cases,  yet  the  single  premiums  for  extended  insurance  are 
very  much  higher  by  the  special  table,  and  this  tends  to  reduce  very 
materially  the  term  of  extended  insurance.  This  reduction  is  even 
more  noticeable  in  connection  with  endowment  policies  than  with 
life  policies,  and  therefore  it  is  not  proper  to  use  the  standard 
table  for  values  even  in  connection  with  endowment  policies  unless 
you  strike  out  extended  insurance. 

Mr.  Cathles:  You  might  be.  I  think  you  are  pretty  safe 
there  because  you  have  got  such  a  large  survivorship. 

Mr.  Mead:     Such  a  large  what? 

Mr.  Cathles:  Survivorship  benefit  because  the  term  insur- 
ance is  limited. 

Mr.  Mead:  While  it  is  true  that  the  lapsation  under  endow- 
ment policies  is  less  or  the  survivorship  is  greater,  looking  at  it  from 
the  other  point  of  view,  yet  there  is  a  somewhat  greater  lapsation 
in  connection  with  substandard  policies  than  standard  policies  as 
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a  general  rule.  This  is  particularly  true  at  the  end  of  the  first 
year,  and  I  think  it  is  also  true  during  the  subsequent  early  years 
of  the  policy. 

Mr.  Cathles:  Yes,  that  is  another  point  that  has  to  be  taken 
care  of. 

Mr.  Mead:  I  do  not  know  exactly  how  it  compares  after  a 
few  years,  but  the  tendency  is  for  it  to  be  heavier  in  the  first  year 
or  two. 

TREATMENT  OF  APPLICANTS  FOR  INSURANCE  WITH 
REFERENCE  TO  THE  WAR  RISK 

The  President:  I  don't  know  whether  anyone  has  made  any 
special  preparation  on  this  topic,  but  we  shall  be  very  glad  to  have 
a  full  discussion  of  it  for  the  benefit  of  the  person  asking  the  question. 

]SIr.  Portch:  There  is  a  question  that  came  to  my  mind  the 
other  day  in  connection  with  this  topic  that  may  present  a  slightly 
different  phase  of  the  subject. 

Assuming  that  you  issue  a  policy  that  limits  the  liability  of  the 
company  in  the  event  of  war  service  to  the  reserve  on  the  poUcy, 
and  assuming  that  at  the  date  of  application  your  applicant  is 
engaged  in  war  service,  in  issuing  that  policy  do  you  waive  the 
limitation  ?  You  already  have  the  knowledge  that  your  applicant 
is  in  war  service. 

The  President:     That  is  a  very  interesting  question. 

Mr.  Portch:  Perhaps  I  did  not  make  myself  quite' clear, 
but  the  war  clauses  are  usually  worded,  "  If  the  insured  shall  engage 
in  war  service."  You  have  knowledge  that  at  the  date  of  the  issu- 
ance of  the  policy  he  is  so  engaged.  By  reason  of  that  knowledge 
have  you  waived  the  limitation  in  the  war  clause  ? 

Mr.  Stein:  A  question  has  arisen  in  my  own  company  which 
is  closely  akin  to  that  asked  by  Mr.  Portch.  The  clause  in  our 
policy  contracts  provides  that  the  insured  shall  not  engage  in 
military  or  naval  service  without  first  obtaining  the  written  con- 
sent of  the  company.  If  he  should  do  so,  the  reserve  only  is 
payable .  Under  policies  issued  since  April  9 , 1 9 1 7 ,  we  have  decided 
to  grant  a  free  permit  for  service  in  this  country,  but  for  service 
outside  of  the  continental  limits  of  the  United  States  we  require 
the  payment  of  an  extra  annual  premium  of  10  per  cent  of  the  face 
of  the  policy. 


iQi8]  Applicants  with  Reference  to  War  Risk  99 

Now,  if  the  company  or  its  agent  knew  that  a  poUcyholder  was 
in  service  abroad,  and  accepted  the  regular  premium  without  recjuir- 
ing  the  payment  of  the  extra  premium,  did  we  waive  our  right  of 
forfeiture  under  the  policy  and  was  the  company  liable  for  the  full 
face  of  the  policy  ?  We  secured  an  opinion  from  our  general  coun- 
sel on  this  point,  in  which  he  said  in  pari : 

In  my  opinion,  such  an  acceptance  of  an  ordinary  prcmiuni  by  the 
company  would  operate  such  a  waiver;  provided  that  the  company,  or  its 
agent,  had  at  the  time  of  such  acceptance  actual  or  constructive  knowl- 
edge of  the  fact  that  the  insured  was  engaged  in  some  military  or  naval 
service  in  time  of  war. 

It  is  well  settled  that  if,  after  the  delivery  of  a  policy,  the  insurer 
acquires  knowledge  of  facts  which  would  avoid  it,  and  subsequently 
treats  it  as  valid  and  binding  by  any  acts,  words  or  conduct,  which  might 
reasonably  lead  the  insured  to  suppose  himself  to  be  still  insured,  the 
insurer  will  be  held  to  have  waived  the  defect  and  will  be  estopped  to 
assert  it.  Referring  to  this  rule,  the  Court  of  Appeals  of  Maryland,  in 
the  case  of  the  Maryland  Fire  Insurance  Co.  vs.  Gusdorf,  43  Md.,  p.  514, 
said:  ''But  it  is  also  applicable  where  facts  arise  during  the  currency  of 
the  contracts,  as,  for  instance,  where  in  case  of  insurance  by  a  mutual 
company  assessments  have  been  made  and  received  by  the  company 
on  the  premium  note,  or  where  premiums  have  been  received  after 
knowledge,  actual  or  constructive,  or  the  invalidity  of  the  poHcy  ab  initio, 
or  of  a  subsequent  breach  of  its  conditions."  By  constructive  knowledge 
of  facts  the  Court  meant  in  this  case  knowledge  of  such  concomitant 
circumstances  as  would  lead  a  man  of  ordinary  vigilance  and  prudence 
to  infer  the  existence  of  the  facts  themselves.  The  receipt  of  a  premium 
being  a  recognition  of  the  continuing  validity  of  the  contract  is  held  by 
the  courts  to  be  inconsistent  with  the  position  that  the  contract  is  void 
for  the  previous  violation  of  conditions,  such  as  default  in  payment  of 
premiums  previously  falling  due,  and  hence  operates  as  a  waiver  of  such 
violation;  at  least  in  the  absence  of  provision  to  the  contrary.  This  has 
been  held  as  respects  violations  of  conditions  as  to  limits  of  residence. 
Wing  vs.  Harvey,  5  DeGex  M.  &  G.,  265;  Walsh  vs.  Aetna  Co.,  30  Iowa, 
133,  142;  Schmidt  vs.  Charter  Oak  Co.,  2  Mo.  App.,  339;  and  in  McGurk 
vs.  Metropolitan  Co.,  56  Conn.,  528,  it  was  held  that  although  the  insurer 
received  the  premium  without  actual  knowledge  of  the  violation  of  the 
contract,  it  was  held  bound  by  the  knowledge  of  an  agent  who,  in  the 
course  of  his  duty,  collected  the  premiums,  though  the  contract  provided 
that  agents  had  no  authority  to  waive  a  forfeiture. 
According  to  this  decision,  it  seems  to  me,  if  even  the  company's 
agent  knew  the  policyholder  was  in  service  abroad  and  accepted 
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the  regular  premium  without  requiring  the  payment  of  the  extra 
premium,  the  company  waived  any  right  of  forfeiture  which  it 
would  otherwise  have  had  under  the  policy.  Would  not  this  apply 
to  Mr.  Portch's  question  as  well  ? 

Mr.  Mead:  That  seems  to  be  sound.  In  accordance  with 
general  insurance  law  you  establish  a  waiver  where  you  have  a 
knowledge  of  certain  conditions  and  do  not  exact  the  condition 
contained  in  the  policy.  We  provide  for  that  by  granting  a  per- 
mit but  require  him  to  apply  for  that  permit  and  grant  the  permit 
after  he  has  applied  for  it.  Even  then  we  do  not  charge  anything 
for  that  permit. 

Mr.  Stein:  We  have  now  adopted  the  plan,  before  granting  a 
permit  for  service  in  this  country,  of  securing  an  agreement,  signed 
by  the  insured  and  the  beneficiary,  in  which  they  expressly  agree 
that  the  acceptance  by  the  company  or  its  agent  of  the  regular 
premium  without  requiring  the  payment  of  the  extra  premium  shall 
in  no  way  work  a  forfeiture  of  any  of  the  conditions  of  the  policy 
contract.  Mr.  Raub,  do  you  think  this  would  overcome  the 
difficulty  ? 

Mr.  Raub:  I  think  that  would  cover  it  because  ordinarily 
nobody  has  any  interest  except  the  assured  and  the  beneficiary. 

Mr.  Beckett:  In  view  of  the  way  in  which  the  discussion 
has  been  drifting  I  believe  I  shall  take  the  liberty  of  offering  this 
suggestion  as  a  branch  of  the  topic  we  are  now  discussing,  so  as 
to  broaden  out  the  discussion  and  include  a  situation  which  we  are 
likely  to  meet  more  frequently  than  with  applicants  for  new  insur- 
ance. 

Suppose  a  policyholder  had  advised  the  company  in  some  way 
that  he  was  in  the  service.  Subsequent  to  that  time  the  cashier's 
department  accepted  remittance  and  gave  him  the  regular  premium 
receipt.  I  am  inclined  to  think  that  that  would  constitute  an 
estoppel. 

Mr.  Raub:  Is  there  a  difference,  Mr.  Beckett,  between  the 
case  where  the  policy  provides  that  war  risk  is  not  assumed  and  the 
case  mentioned  by  Mr.  Stein?  That  is,  where  the  policy  is 
rendered  void  and  the  only  liability  is  the  terminal  reserve  ?  Is 
that  the  way  your  policy  reads,  Mr.  Stein  ? 

Mr.  Stetn:  Yes,  unless  he  should  obtain  the  consent  of  the 
company,  for  which  we  require  the  payment  of  an  extra  premium. 
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Mr.  Raub:  If  the  war  risk  is  not  specifically  mentioned  as  a 
risk  not  assumed,  there  might  be  a  question,  if  you  have  not  waived 
the  condition  by  accepting  an  extra  premium.  There  are  many 
risks  not  assumed  under  the  terms  of  policy  provisions,  and  the 
acceptance  of  a  premium  certainly  should  not  be  considered  a 
waiver  of  the  company's  rights  of  defense.  There  is  a  difference 
between  not  assuming  a  risk  and  the  condition  providing  for  the 
policy  to  become  void. 

Mr.  Beckett:  To  make  my  own  question  clear,  I  will  assume 
that  in  the  instance  to  which  I  referred  the  provision  was  as  follows 
in  the  application:  "I  hereby  agree  that  active  service  in  the  army 
and  navy  shall  invalidate  this  insurance  policy  unless  I  apply  to  the 
company  for  permit  and  pay  the  extra  premium  provided  for 
therein."  In  the  policy  there  is  the  provision  that  the  policy  will 
be  incontestable  after  two  years  of  issue,  except  upon  misstatement 
of  age  and  military  and  naval  service,  as  stated  in  the  application. 

Mr.  Stein:  Suppose  the  policy  stated  that  war  service  was  a 
risk  not  assumed  and  the  company  issued  its  policy,  which  the 
agent  delivered  to  the  policyholder,  and  accepted  the  premium, 
even  though  he  was  aware  that  the  policyholder  was  in  actual 
service.  Would  this  act,  in  your  opinion,  constitute  a  waiver  on 
the  part  of  the  company  of  the  provision  in  the  policy  ? 

Mr.  Bowerman:  I  would  like  to  ask  Mr.  Stein  whether  the 
opinion  of  his  counsel  related  to  what  is  generally  spoken  of  as  the 
uniform  war  clause. 

Mr.  Stein:     Practically  so. 

Mr.  Bowerman:  If  that  is  so,  half  of  the  language  in  the 
so-called  uniform  war  clause  does  not  mean  anything  where  it 
specifically  provides  that  the  man  shall  engage  in  military  and 
naval  service  without  obtaining  a  permit  from  the  company  and 
paying  such  extra  premium  as  the  company  requires,  in  the  event 
of  his  death  that  the  liability  shall  be  restricted  either  to  the  pre- 
miums paid  or  to  the  reserve  on  the  policy.  It  expressly  provides 
that  if  he  does  not  do  this,  if  he  does  not  conform  to  those  provi- 
sions, if  he  dies  as  the  result  of  that,  if  he  does  not  do  thus  and  so 
and  so,  if  he  dies  as  the  result  of  that  and  so,  that  the  liability  of 
the  company  is  simply  the  reserve  on  the  policy  or  the  premium 
paid.  You  are  just  nullifying  half  of  that  language  by  that 
decision. 
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Mr.  Stein:  But  if  the  company  or  its  agent  acting  for  it 
knows  that  the  man  is  in  war  service  at  the  time  the  company  or 
its  agent  accepts  the  regular  premium  without  rec^uiring  the  pay- 
ment of  the  extra  premium,  have  you  not  waived  any  rights  you 
might  have  under  that  clause  ? 

Mr.  Bowerman:  The  original  provision  was  that  the  appli- 
cant pav  Sioo  a  year  extra,  and  there  is  a  provision  in  that  contract 
that  expressly  provides  that  if  the  man  engages  in  military  or 
naval  service,  if  he  does  not  give  that  notice,  that  the  company's 
liability  is  either  limited  to  the  premiums  paid  or  to  the  reserve  on 
the  policy.  Now,  that  provision  is  already  in  the  policy,  but  this 
decision  seems  to  nullify  that  provision  of  the  policy. 

Mr.  Raub  :  I  do  not  want  to  inject  a  new  question,  but  it  is 
one  that  is  akin  to  the  one  that  is  being  discussed.  If  the  man 
goes  into  military  service,  lapses  his  policy,  and  takes  extended 
insurance,  under  some  forms  of  the  military  and  naval  service 
clauses  it  seems  to  me  exceedingly  doubtful  whether  or  not  an 
extra  premium  can  be  demanded. 

Mr.  Beckett:  Excuse  me,  Mr.  Raub,  do  you  mean  he  lapses 
his  policy  and  has  a  requirement  for  reinstatement  ? 

Mr.  Raub  :  He  permits  the  policy  to  lapse  and  takes  extended 
insurance  where  the  policy  provides  for  an  extra  premium  in  case 
of  war  service. 

Mr.  Carr:  Quits  paying  the  premium  and  gets  three  years 
extended  insurance  ?     Is  that  what  you  mean  ? 

Mr.  Raub:     Yes. 

Mr.  Seitz:  Our  war  permit  provides  that  it  becomes  null 
and  void  upon  nonpayment  of  the  additional  premium  or  upon 
nonpavment  of  any  premium  due  on  the  policy.  Consequently, 
when  the  insured  does  not  pay  any  premium  on  his  policy  the 
permit  is  void. 

Mr.  R.A-Ub:  It  has  been  suggested  that  some  of  the  clauses 
are  not  quite  clear  enough  to  cover  those  cases  that  call  for 
the  extra  premium  in  addition  to  the  payment  of  the  regular 
premium. 

Mr.  Nitchie:  In  connection  with  that  question,  would  the 
insertion  of  the  words  "with  or  without  the  knowledge  of  the 
company"  strengthen  the  position  of  the  company?  Suppose 
they  had  knowledge  that  a  man  was  in  the  service,  what  then  ? 
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Mr.  Portch:  We  cover  the  situation  that  Mr.  Stein  has  in 
mind.  In  cases  where  we  have  received  information  from  outside 
sources  that  the  insured  is  in  mihtary  service,  we  insert  in  the 
regular  premium  receipt  by  rubber  stamp  a  clause  to  the  effect 
that  this  payment  is  accepted  with  the  understanding  that  if  the 
insured  is  engaged  in  military  and  naval  service  the  liability  of 
the  company  is  the  reserve  only. 

Mr.  Beckett:     Do  you  mark  all  your  receipts  that  way  ? 

Mr.  Portch:  No,  up  to  date  we  have  put  it  only  in  cases 
where  we  had  knowledge  that  the  man  is  in  military  or  naval 
service.  We  have  a  method  of  discovering  that  because  we  inspect 
all  of  our  business  by  means  of  a  home-office  inspector  during  the 
first  year  of  the  insurance,  and  he  has  found  quite  a  number  of 
cases  where  the  insured  has  gone  into  military  or  naval  service 
without  notifying  the  company.  In  a  considerable  number  of 
those  cases  we  have  received  the  second  regular  premium,  and  in 
such  cases  we  put  this  rubber  stamp  on  the  premium  receipt,  which 
we  think  covers  the  situation  very  well. 

Mr.  Stein:  Do  you  think  that  is  sufficient  without  requiring 
some  assent  from  the  insured  and  the  beneficiary. 

Mr.  Portch:  I  think  so,  considering  the  provision  in  the 
policy. 

Mr.  Cathles:  In  view  of  the  fact  that  you  have  broadened 
the  subject  to  include  the  situations  arising  in  case  of  a  policy 
which  was  in  force,  and  not  only  in  regard  to  that  but  a  great  many 
other  subjects  brought  up  here,  I  would  like  to  know  if  any  mem- 
bers have  solved  the  problem  arising  from  a  situation  of  this  kind: 
You  send  a  premium  notice  to  a  man,  and  his  father  or  other  rela- 
tive writes  back  and  says:  "John  went  to  France  three  months 
ago  and  he  must  have  entirely  overlooked  the  fact  that  he  should 
have  got  a  permit.  I  am  quite  willing  to  pay  the  extra  premium, 
and  he  told  me  to  attend  to  his  insurance.  What  extra  premium 
must  I  pay  in  order  to  get  that  permit?"  Can  you  give  him  a 
permit  ?  Do  you  require  the  request  from  the  man  himself  who 
is  somewhere  in  France  ?     It  might  take  three  months  to  get  it. 

That  has  come  up  several  times  with  us  already,  and  I  would 
be  interested  to  know  if  someone  can  help  us  solve  it. 

Mr.  Seitz:  About  last  July,  when  we  were  all  trying  to  assist 
the  soldiers,  we  gave  a  permit  as  soon  as  we  knew  that  the  insured 
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was  in  the  war,  without  question  as  to  when  he  entered,  although 
the  poHcy  stated  that  the  insured  should  request  the  permit.  I 
had  a  case  that  went  through  about  October  of  last  year,  a  case  of 
a  doctor  who  entered  the  medical  corps.  His  wife  sent  in  one  of 
our  printed  requests  for  a  permit.  The  signature  to  the  request 
looked  very  much  like  the  insured's  signature.  We  issued  the 
permit.  The  wife,  when  the  husband  went  to  France,  paid  the 
extra  premium.  The  information  was  received  by  the  insured  that 
this  permit  was  issued  to  him,  and  about  a  month  ago  he  wrote 
to  us,  calling  us  all  kinds  of  German  organizations  because  we 
had  issued  a  permit  and  required  the  wife  to  pay  $ioo  a  thousand. 
He  said  he  did  not  sign  any  permit,  did  not  know  why  we  issued  it 
to  him,  and  demanded  back  the  premiums  that  were  paid.  There 
was  no  recourse  to  us  except  to  tell  him  that  his  wife  practically 
forged  his  signature.  We  returned  the  premiums,  canceled  his 
permit,  and  canceled  his  policy.  Ever  since  then  I  have  insisted 
that  the  insured  must  request  the  permit  so  as  to  avoid  such  a 
condition  as  that  related. 

Mr.  Stein:  Mr.  Cathles,  does  your  policy  require  that  the 
insured  himself  shall  ask  for  a  permit  ? 

Mr.  Cathles:    No. 

Mr.  Pipe:  Do  you  require  a  permit  within  thirty  days  after 
entering  the  service  ? 

Mr.  Seitz:  If  the  time  between  entering  the  service  and 
receipt  of  the  request  has  been  too  long,  we  request  a  regular 
reinstatement  due  to  our  construction  of  the  phraseology  "military 
and  naval  service  not  being  assumed."  If  you  do  not  find  out 
the  date  of  enlistment  there  is  bound  to  be  selection  against  you. 

Mr.  Pipe:  Do  you  state  in  any  of  those  permits  that  you 
issue  that  the  permit  will  not  be  granted  if  the  application  is 
made  beyond  the  time  which  you  set  ? 

Mr.  Seitz:  If  it  is  beyond  the  time,  we  will  not  issue  the 
permit  unless  the  insured  furnishes  evidence  of  insurability. 

Mr.  Raub  :  The  fact  that  he  is  then  a  soldier,  does  that  affect 
his  insurability  ? 

Mr.  Seitz  :  Absolutely  not.  It  is  based  entirely  on  the  health 
of  the  party. 

Mr.  Beckett:  We  have  not  yet  answered  Mr.  Cathles'  ques- 
tion.    Perhaps  it  is  impossible. 
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I  would  say,  Mr.  Cathles,  that  up  to  this  time  I  have  been 
afraid  to  deal  with  others  than  the  insured  or  the  owner  of  the 
policy,  especially  in  those  cases  which  would  bind  the  insured  or 
modify  the  contract  in  any  way. 

Mr.  Portch:  If  we  may  revert  to  Mr.  Raub's  question  for  a 
moment  in  reference  to  extended  insurance,  I  have  placed  the  fol- 
lowing construction  on  a  policy  contract  which  contains  practically 
the  so-called  uniform  war  clause.  If  the  insured  carries  such  a 
policy  for  five  years  and  then  fails  to  pay  the  regular  and  the  extra 
premium  and  takes  the  extended  insurance  under  the  policy,  then 
the  amount  payable  in  the  event  of  death  under  such  extended 
insurance  is  the  amount  of  the  reserve  on  the  original  policy  at  the 
beginning  of  that  extended  insurance.  That  is,  instead  of  having 
extended  insurance  for  $1,000  he  has  extended  insurance  for  only 
the  amount  of  the  reserve  at  dale  of  default  in  premium. 

Mr.  Seitz:  Your  reserve  on  extended  insurance  at  the  time 
of  death  ? 

JNIr.  Portch:    No. 

Mr.  Seitz:  There  is  no  reference  in  the  policy  as  to  "the 
time  of  death." 

Mr.  Portch:  Usually  the  clause  simply  says,  "The  reserve 
on  the  policy." 

Mr.  Seitz  :  I  think  that  would  be  the  proper  construction  and 
would  be  according  to  the  time  it  matures.  There  could  not  be 
any  other  time  except  the  time  the  claim  comes  due,  which  would 
be  the  time  of  death. 

]Mr.  Portch:  Then  if  he  died  on  the  last  day  of  his  extended 
time  there  would  be  nothing. 

Mr.  Seitz:    That  is  my  idea  of  it  exactly. 

Mr.  Portch:  I  think  the  other  would  be  a  little  more  prac- 
tical, perhaps. 

Mr.  Seitz:  If  there  is  no  reference  to  it  in  the  policy  I  think 
the  time  the  claim  is  made  would  be  the  proper  construction  of  the 
part  of  the  policy. 

Mr.  Raub:  Another  question  has  arisen  lately.  In  some 
companies  that  issue  a  policy,  say,  for  $5,000  they  refuse  under 
the  permit  clause  to  grant  a  permit  for  more  than  $1,000.  There 
are  some  doubts  in  my  mind  as  to  whether  they  can  limit  the 
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amount  covered  by  the  permit  unless  the  clause  expressly  makes 
provision  for  the  limit  of  the  amount. 

Mr.  Stein:  I  think  a  number  of  eastern  companies  are  now 
providing  to  grant  a  permit  on  the  payment  of  the  extra  premium 
for  a  limited  amount,  although  they  would  require  the  regular 
premium  for  the  face  value  of  the  policy. 

Mr.  Raub:     Was  that  in  the  policy  contract  ? 

Mr.  Stein:     Yes,  sir. 

Mr.  Raub:  In  one  case  I  mentioned  there  was  the  general 
provision  as  to  permit  and  an  extra  premium,  but  as  a  matter  of 
practice  the  company,  notwithstanding  the  amount  of  the  policy, 
will  only  issue  a  permit  for  $i,ooo  instead  of  issuing  it  for  the  full 
face  of  the  policy. 

Mr.  Beckett:  I  think  this  general  injected  subject  is  in- 
tensely interesting,  and  this  open  discussion  is  helpful  to  all  of  us. 
I  know  it  is  to  me.  We  have  our  separate  problems  to  think  about 
now,  and  we  are  talking  about  our  own  problems  now.  Presently 
we  are  going  to  have  some  death  claims  presented  on  voided  policies 
on  large  reserves  with  no  permit  and  no  extra  premium  paid,  with 
the  policy  void.  My  present  notion  is  that  the  reserve  should  be 
paid  to  the  beneficiary. 

Mr.  Cathles:  It  is  going  to  be  very  unpopular,  too,  for 
some  time. 

Mr.  Beckett:     Yes,  but  you  cannot  avoid  that  entirely. 

Mr.  Seitz:  I  would  just  like  to  relate  an  interesting  case 
that  occurred  in  connection  with  a  policyholder  belonging  to  our 
company  that  might  be  of  interest  to  one's  thinking  of  revising  his 
war  permits. 

Our  war  permit  that  we  had  issued  to  this  particular  party  was 
one  of  the  early  ones  and  not  very  complete,  that  is,  in  the  sense 
that  our  experience  has  caused  us  to  put  in  more  regulations.  It 
permitted  the  policyholder  thirty  days'  time  in  which  to  pay  this 
additional  premium  for  service  outside  of  the  Hmits  of  the  United 
States.  This  party  left  Oregon,  went  across  the  country,  and 
probably  at  Halifax  boarded  the  Tuscania,  and  we  all  know  what 
happened  to  the  Tuscania.  The  sinking  of  the  ship  was  within 
thirty  days  and  we  paid  the  claim.  The  insured  had  not  paid  that 
extra  premium,  but  through  the  suggestions  of  our  general  counsel, 
who  advised  that  we  could  not  win,  we  paid  the  claim  without  any 
suit. 
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This  incident  caused  us  subsequently  to  so  phrase  our  war 
permit  that  the  permit  for  service  outside  of  the  United  States 
could  not  become  operative  until  we  had  received  that  additional 
premium.  But  to  provide  for  a  thirty-day  leeway  between  the 
lime  when  the  insured  leaves  until  he  gets  to  a  place  where  he  can 
reply  to  us,  we  provide  that  he  can  at  any  time,  as  soon  as  the  per- 
mit is  issued,  make  an  advance  deposit  equivalent  to  a  thirty- 
day  pro  rata  premium,  which  will  be  returned  to  him  if  he  does  not 
go  across. 

Mr.  Stein:  Mr.  Seitz,  wouldn't  you  have  been  justified  in 
deducting  the  extra  premium  in  the  settlement  of  the  death  claim 
to  which  you  referred  ? 

Mr.  Seitz:    Oh,  of  course  we  did  that. 

Mr.  Cathles:     That  did  not  help  a  great  deal. 

Mr.  Seitz:  No,  not  very  much.  We  got  the  short  end  of  the 
horn. 

Mr.  Bow'ERMAn:  It  seems  to  me  to  be  a  patriotic  duty  to 
allow  the  men  to  have  thirty  days  in  which  to  pay  their  premium, 
their  extra  premium  on  these  permits. 

Mr.  Seitz:  I  do  not  think  that  it  would  be  unpatriotic  for  us 
to  take  the  stand  that  if  a  man  wants  a  war  permit  he  must  pay 
the  extra  premium  before  we  are  liable  on  that  war  permit. 

Mr.  Bowermax:  I  think  a  man  ought  to  have  the  same  time 
in  which  to  pay  his  extra  premium  as  he  has  for  his  regular  premium. 
On  all  regular  premiums  a  man  is  allowed  thirty  days'  grace  in 
which  to  pay  that  regular  premium.  Why  shouldn't  he  have  the 
same  period  of  time  in  which  to  pay  his  extra  premiuni  as  he  has 
for  his  regular  premium  ? 

Mr.  Seitz:  He  has  that  privilege,  but  he  must  deposit  that 
with  us  in  advance  and  it  will  be  returned  to  him  if  he  does  not 
go  across,  as  I  said  before. 

Mr.  Raub:  Do  you  consider  the  Y.M.C.A.  service  miUtary 
and  naval  service  ? 

Mr.  Seitz:     We  do  so  consider  it. 

Mr.  Raub:  What  about  the  Red  Cross?  Do  you  consider 
workers  in  the  Red  Cross  as  coming  under  military  and  naval 
service  ? 

Mr.  Seitz:  Yes,  if  it  be  military  supervision.  We  have  given 
a  special  permit  where  a  man  has  gone  over  to  Paris  as  a  part  of  the 
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business  administration  of  the  Red  Cross,  but  where  your  Y.M.C.A. 
workers  are  out  in  the  dugouts  there  is  no  question  about  a  marked 
hazard.  We  construe  military  and  naval  service  not  as  if  the 
wording  were  "army  and  navy,"  but  military  and  naval  service 
of  any  kind  where  there  is  a  marked  hazard. 

Mr.  Steix:  I  think  that  the  Y.M.C.A.  are  subject  to  extra 
hazard. 

Mr.  Seitz:  I  think  they  would  be.  They  are  under  instruc- 
tions from  an  officer.  .They  cannot  do  certain  things  without 
having  permission  from  the  officer,  and  neither  can  they  do  as  they 
wish,  but  must  follow  out  the  ofl&cers'  orders,  and  in  that  way  they 
are  liable  to  go  into  very  dangerous  places. 

Mr.  Dunlap:  War  risk  insurance  does  not  include  the 
Y.M.C.A.  or  the  Red  Cross,  so  that  eliminates  that  with  us. 

Mr.  Pipe  :  Wouldn't  the  words  "  or  any  allied  service  thereto  " 
cover  that  ? 

]Mr.  Raub:  How  about  the  state  statutes  that  provide  that 
a  policy  shall  be  incontestable  after  two  years  except  for  non- 
payment of  premiums  and  for  military  and  naval  service  in  time  of 
war? 

]Mr.  Beckett:  We  have  considered  that  foreign  service  in 
the  Y.M.C.A.  in  connection  with  the  war  service  is  not  military 
and  naval  service.  I  believe  you  are  in  the  minority  there, 
]Mr.  Seitz. 

Mr.  C.athles:  That  question,  I  think,  was  put  to  a  vote,  I 
think,  in  the  American  Life  Convention,  and  my  recollection  is 
that  about  forty-two  companies  considered  that  military  and 
naval  service  included  the  Y.M.C.A.  and  Red  Cross  and  other 
service  of  that  kind,  and  about  eighteen  said  it  did  not. 

Mr,  Raub  :    That  is,  they  included  it  in  their  clause  ? 

Mr.  Cathles:     No,  I  did  not  so  understand  it. 

Mr.  Portch:  The  most  complete  definition  we  have  of 
"military  and  naval  service"  up  to  date  is  that  contained  in  the 
Soldiers'  and  Sailors'  Civil  Relief  Act.  And  I  feel  almost  sure 
that  if  the  construction  of  that  phrase  came  into  court  reference 
would  be  made  to  that  Act  and  the  definition  in  that  Act  would 
probably  govern.  If  so,  Y.M.C.A.  and  Red  Cross  workers  and 
those  engaged  in  similar  work  would  not  be  considered  as  in  military 
or  naval  service. 
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Mr.  Stookey:  The  government  is  now  giving  a  special  course 
of  training  to  nurses  for  war  service.  These  nurses  are  permitted 
to  take  insurance  under  the  war  risk  bill. 

Mr.  Pattison:  That  is  when  they  enlist  in  the  United  States 
service  ? 

Mr.  Stookey:  Our  counsel  has  held  that  Red  Cross  and 
Y.M.C.A.  work  does  not  come  under  military  or  naval  service. 
I  think,  however,  there  is  a  difference  between  the  Red  Cross  and 
the  army  nurse  and  that  the  latter  is  undoubtedly  in  military 
service. 

Mr.  Beckett:  Now,  nurses  with  the  regular  hospitals  are 
of  course  in  the  military  and  naval  service  and  entitled  to  govern- 
ment insurance,  which  Mr.  Portch  referred  to.  We  have  not 
regarded  that  class  as  not  being  in  the  military  and  na\-al 
service. 

Mr.  Cathles:  There  is  a  peculiar  little  situation  that  arises 
in  connection  with  both  the  Y.M.C.A.  and  Red  Cross  workers  in 
the  temporary  commissions  which  are  granted  at  the  front  to  such 
workers  before  they  can  go  within  a  certain  zone.  It  might  quite 
well  be  that  a  man  is  not  engaged  in  military  and  naval  service, 
according  to  the  definitions  of  many  legal  men,  during  part  of  his 
time  in  France,  and  at  other  times  he  is  engaged  because  he  is 
actually  commissioned  and  within  the  United  States  service. 

Mr.  Seitz:  We  have  construed  such  service  as  any  service 
that  is  under  the  regulation  or  authority  of  any  officer,  irrespective 
of  what  kind  of  suit  he  has  on. 

Mr.  Bowerman:  Anyone  that  is  eligible  to  buy  government 
life  insurance  is  under  military  and  naval  service. 

Mr.  Seitz:  I  do  not  construe  the  law  that  way  because  it 
will  take  in  a  great  many  that  probably  would  not  be  under  mili- 
tary and  naval  service  and  whose  occupations  would  not  be  any 
more  hazardous  than  usual;  for  instance,  people  that  stay  in  this 
country. 

Mr.  Bowerman:  They  won't  let  anyone  take  out  that 
insurance  unless  they  are  in  military  and  naval  service,  unless  they 
are  within  the  restrictions  laid  down  in  the  bill  providing  for  that 
insurance,  and  I  think  that  is  a  pretty  good  indication  for  us  to 
go  by  in  determining  whether  a  man  is  under  the  provisions  of 
military  and  naval  service. 
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Mr.  Raub:  The  question  is  especially  important  because  the 
government  thought  it  necessary  to  define  military  and  naval 
service  so  minutely  in  these  two  acts. 

Mr.  Seitz:     For  the  purpose  of  the  Act. 

Mr.  Raub:  The  very  fact  that  they  had  to  do  that  raises  a 
doubt  that  it  might  include  other  ser\dce,  but  it  is  a  very  dangerous 
proposition  to  proceed  upon. 

Mr.  Seitz:  But  of  course  there  is  a  question  about  there  being 
no  doubt  about  it. 

*Mr.  Nitchie:  In  the  Spectator  for  June  27,  1918,  page  291, 
there  is  reported  a  case,  tried  in  Philadelphia,  of  Cahey  vs.  John 
Hancock  Mutual  Life  Insurance  Company,  in  which  the  jury  found 
against  the  company. 

The  insured  died  as  the  result  of  an  accidental  gunshot  wound, 
and  when  the  company  offered  to  pay  only  $89 .  50,  the  premiums 
received,  his  mother  filed  suit  for  the  full  amount  of  the  policy, 
$5,000.     In  sustaining  the  award  of  the  jury,  Judge  Wessel  said: 

It  is  clear  that  defendant  at  the  time  of  issuing  its  policy  knew  that 
war  had  been  declared;  that  the  insured  was  a  second  lieutenant  in  the 
United  States  marine  corps  and  that  it  was  part  of  his  duty  to  keep  his 
firearms  in  proper  condition.  It  was  not  then  contracting  with  a  person 
solely  engaged  in  civilian  life. 

In  order  to  warrant  the  insurer's  present  construction  it  should  have 
avoided  all  ambiguity,  especially  in  view  of  the  fact  that  the  insured 
Avas  a  youth  of  twenty-one,  engaged  in  the  service  of  his  country  and 
anxious  for  his  mother's  protection  in  the  event  of  his  death.  To  require 
of  him  a  hypercritical  ingenuity  in  construing  the  carefully  selected 
phrases  of  the  insurer  would  be  unwarranted  and  unreasonable. 

WHAT  MORT.\LITY  TABLE  OR  TABLES  SHOULD  BE  USED  IN 
CALCULATING  PREIMIUMS  AND  RESERVES  FOR  CON- 
TINUOUS INSTALMENT  POLICIES? 

The  President:  Mr.  Phelps,  you  have  a  note  on  this  that 
}-ou  prepared  at  the  office.     We  shall  be  glad  to  have  it. 

jMr.  Phelps:  The  determination  of  the  mortality  table  and 
interest  rate  to  be  used  in  calculating  premiums  and  reserves  on  the 
deferred  survivorship  annuity  issued  in  connection  with  a  continu- 
ous instalment  policy  is  a  matter  of  balancuig  between  practical 

*  [This  note  was  furnished  to  the  Editor  by  Mr  Nitchie  subsequent  to 
the  time  of  meeting. — Editor.] 
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considerations  and  the  desire  on  the  part  of  the  actuary  for  scien- 
tific accuracy.  I  am  sure  no  one  will  defend  the  American  Experi- 
ence Table  as  the  most  desirable  one  upon  which  to  base  rates  for 
annuities.  A  mortality  table  which  represents  the  class  of  bene- 
ficiary lives  involved  in  a  continuous  instalment  contract  in  a  satis- 
factory manner  is  the  Danish  Surviv^orship  Annuitant's  Table 
presented  in  T.A.S.A.,  No.  38.  This  table  is  based  upon  the  experi- 
ence of  the  Danish  State's  Life  Insurance  Institution  on  female 
beneficiaries  in  survivorship  annuities.  As  most  of  the  continuous 
instalment  policies  are  issued  with  females  as  the  beneficiaries,  this 
table  would  probably  be  the  most  satisfactory  to  use  from  the 
standpoint  of  making  the  mortality  table  fit  the  probable  experi- 
ence. Premium  rates  calculated,  using  Hunter's  Makemized 
American  Table  for  the  insured  and  the  Danish  Survivorship 
Annuitant's  Table  for  the  beneficiary,  give  rates  materially  higher 
than  if  the  American  Experience  is  used  for  both  lives. 

In  calculating  premium  rates  for  any  form  of  policy,  the  rates 
charged  for  a  similar  policy  by  other  companies  give  a  maximum 
beyond  which  it  is  not  desirable  to  go.  As  a  selling  proposition 
you  cannot  charge  much  more  than  your  competitors  for  the  same 
benefit.  An  examination  of  the  rates  of  several  of  the  prominent 
companies  who  are  writing  this  form  of  policy  leads  one  to  the  con- 
clusion that  their  rates  are  based  upon  the  American  Experience 
for  both  the  insured  and  beneficiary,  with  a  fairly  high  loading. 
These  rates,  in  some  cases,  especially  at  the  higher  ages  of  the 
beneficiary,  are  less  than  the  net  rates  using  the  Danish  Survivor- 
ship Table.  However,  for  a  company  that  calculates  premiums 
and  makes  valuations  on  the  American  Experience  Table  and 
3  per  cent  or  3^  per  cent  interest,  the  additional  complications  of  a 
dififerent  and  not  widely  recognized  mortality  table  on  one  small 
class  of  policies  seem  to  more  than  offset  the  advantages  of  a 
theoretically  more  accurate  set  of  premium  rates  and  reserves. 
It  is  a  question  whether  the  state  departments  would  accept  a 
valuation  based  upon  the  Danish  Table,  especially  since  many 
laws  state  the  basis  of  valuation  and  make  no  mention  of  this 
table. 

Mr.  McBride:  I  would  like  to  ask  the  question  whether 
there  is  any  reason  for  believing  that  mortaHty  among  annuitants 
in  the  class  under  consideration  would  follow  the  same  tendency 
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shown  in  tables  based  on  the  Hves  of  annuitants  where  the  an- 
nuitant himself  seeks  the  benefit  ? 

In  the  case  of  continuous  instalment  policies  the  contract  is 
sought  by  the  insured,  and  I  have  been  wondering  whether  or  not 
the  longevity  of  annuitants  was  to  any  extent  the  result  of  their 
own  selection  in  buying  annuity  contracts.  That  is  a  factor  which 
would  be  absent  in  the  consideration  of  the  continuous  instal- 
ment contract,  where  the  beneficiary  is  not  active  at  the  inception 
of  it. 

Mr.  Raub:     And,  I  might  add,  a  long  time  deferred. 

Mr.  McBride:    Yes. 

Mr.  Nitchie:  The  selection  would  have  worn  ofif  at  that 
time? 

Mr.  Glover:  It  has  always  seemed  to  me  that  the  table  to 
be  employed  is  the  regular  life  table,  because  there  is  no  selection 
whatever.  The  distinction  I  would  make  is  such  as  has  been 
indicated  in  the  paper.  I  would  base  the  rates  on  the  female 
table  because  there  is  a  decided  difference  between  female  and  male 
mortality. 

Some  years  ago  I  took  pains  to  investigate  the  actual  methods 
employed  by  some  of  the  older  companies  and  found  that  they 
used  the  American  Experience  Table  for  both  male  and  female, 
and  loaded  the  net  extra  instalment  premium  about  i2|  per  cent. 

Mr.  Beckett:  Mr.  Phelps  in  his  discussion  referred  to  the 
fact  that  the  laws  of  many  states  prescribed  the  method  of  valua- 
tion. I  take  it  that  that  would  not  prevent  us  at  all  from  basing  our 
premiums  upon  whatever  table  we  thought  would  be  a  safe  table. 
Of  course,  we  all  like  to  make  our  valuation  for  departmental 
purposes  on  the  same  table  on  which  we  base  our  premiums,  but 
we  would  not  charge  an  inadequate  premium  simply  because  of  the 
statutory  provision  that  we  should  have  a  reserve  on  a  certain 
basis. 

Mr.  Glover:  That  reminds  me  of  the  fact  that  I  was  asked 
by  a  small  company  several  years  ago  to  value  its  instalment 
policies.  Before  doing  so  I  made  certain  inquiries  among  other 
and  larger  companies  as  to  what  they  did.  I  learned  that  some 
companies  did  not  differentiate  between  the  value  of  the  twenty- 
payment  life  and  the  continuous  instalment  twenty-payment 
poUcy. 
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Mr.  Cathles:  I  did  not  quite  understand  your  statement. 
You  said  you  made  some  inquiries.  I  would  like  to  know  what 
they  were  because  I  have  made  similar  inquiries. 

Mr.  Glover:  I  wrote  the  actuary  of  one  company  and  asked 
him  how  he  valued  the  continuous  instalment  on  the  twentj'-pay- 
ment  life,  and  he  replied  that  he  simply  valued  that  twenty-payment 
life  continuous  instalment  policy  as  any  other  twenty-payment  life 
policy. 

Mr.  C.\thles:    As  the  limited  instalment  policy  ? 

Mr.  Glover:  No,  as  a  twenty-payment  life  for  the  sum  of 
the  instalments  certain. 

Mr.  Seitz:     Set  up  no  extra  reserve  ? 

Mr.  Glover:  Set  up  no  extra  reserve  except  as  to  excess  of 
face  over  commuted  value. 

Mr.  Cathles:  What  I  was  trying  to  get  at  is  this:  Of  course, 
with  a  twenty-payment  policy  that  is  payable  in  instalments  for 
twenty  years  that  is  worth  $1,750,  commuted  value,  you  should 
value  it  as  a  $1,750  policy. 

Mr.  Glover:    Yes,  I  understand. 

Mr.  Stein:  How  do  you  get  around  states  like  Pennsylvania, 
where  they  have  a  definite  provision  for  an  extra  reserve  ? 

Mr.  Glover:  I  don't  know.  The  company  I  was  dealing 
with  was  one  of  the  companies  on  the  western  coast. 

Mr.  Stein:  Pennsylvania,  I  think,  requires  you  to  add  8  per 
cent  of  the  regular  reserve  as  an  extra  reserve  for  the  continuous 
feature. 

Mr.  Cathles:  The  result  of  my  inquiries  was  that  I  found  no 
scientific  rule,  but  a  rule  of  thumb  which  took  a  greater  percentage. 
That  is,  instead  of  valuing  a  continuous  instalment  policy  at  $1,750, 
they  would  value  it  as  perhaps  a  $2,000  policy,  fixing  an  arbitrary 
percentage  of  the  guaranteed  number  of  instalments  for  the  purpose 
of  valuation.  I  have  seen  different  companies  fix  diflferent  per- 
centages based  on  their  own  idea  of  what  would  be  an  approxima- 
tion of  the  correct  reserve. 

Personally,  with  such  policies,  I  just  value  them  for  the  ultimate 
amount  payable,  just  treat  them  as  a  policy  that  has  twenty-five 
payments  guaranteed,  a  certain  amount  every  year. 

Mr.  Buttolph:  I  would  like  to  ask  Mr.  Glover  if  he  took 
occasion  to  investigate  the  premium  rates  of  those  companies  at 
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all  in  the  matter  of  the  reserve  as  to  whether  or  not  their  premium 
rates  were  such  as  to  enable  them  to  accumulate  any  extra  reserve 
on  account  of  the  instalment  or  whether  they  simply  ignored  the 
instalment  feature  of  it  entirely. 

Mr.  Glover:    It  was  a  heavily  loaded  participating  premium. 

Mr.  Buttolph  :  The  point  I  had  in  mind  was  to  ask  whether 
or  not  the  premium  was  such  as  to  enable  the  company  to  accumu- 
late out  of  the  premium  any  reserves.  I  never  made  any  inquiry 
of  these  companies  that  published  premium  rates  for  the  continuous 
instalment  feature,  but  so  far  as  I  have  been  able  to  work  it  out 
for  myself,  at  the  combinations  of  ages,  which  would  come  up  most 
frequently  in  practice,  they  do  not  charge  a  sufficient  premium 
during  the  early  years  to  accumulate  any  extra  reserve.  In  other 
words,  the  net  one-year  term  premium  at  the  majority  of  the 
different  combinations  of  ages  would  be  a  decreasing  premium,  or, 
to  put  it  in  another  way,  if  a  level  annual  premium  is  charged  there 
would  be  a  negative  reserve  on  the  continuous  instalment  feature. 

Mr.  Bowerman:  Would  not  this  question  five,  the  one  we 
are  discussing  now,  presume  that  those  instalments  are  going  to 
be  continued  indefinitely  as  long  as  the  person  lives?  One  man 
has  now  taken  the  twenty-instalment  policy  and  figured  the  value 
of  a  twenty-instalment  policy.  Mr.  Cathles  spoke  of  a  twenty- 
five-instalment  policy,  just  taking  the  value  of  the  money  paid  in 
twenty-five  years,  and  if  it  is  a  twenty-year  instalment  certain 
you  take  the  commuted  value  on  twenty  instalments  certain.  I 
think  this  question  referred  to  instalments  that  would  continue 
as  long  as  the  annuitant  would  live. 

Mr.  Glover:    That  is  what  we  are  talking  about. 

Mr.  Bowerman:  Nothing  has  been  said  about  it  continuing 
indefinitely. 

Mr.  Glover:  I  think  Mr.  Cathles  stated  that  he  treated  the 
twenty-instalment  policy  as  a  commuted  value  of  $1,750  and  took 
into  account  the  extra  continuous  instalment  feature  by  treating 
it  as  a  $2,000  policy  and  valuing  it  on  that  basis;  is  that  it  ? 

Mr.  Cathles:    Yes. 

Mr.  Pattison:  Isn't  it  true  that  under  practically  all  the 
continuous  instalment  policies  that  are  issued  in  practice,  usually 
you  would  find  there  would  be  ho  extra  reserves  required  for 
the  company's  continuous  instalment?     It  is  usually  a  negative 
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reserve  brought  out  because  the  continuous  benefit  is  in  the 
nature  of  a  one-year  term  benefit  for  a  large  amount,  because  the 
reserves  on  the  policy  increase  every  year  as  the  value  of  the  policy 
increases  on  the  insured  life.  So  it  would  seem  that  Mr.  Cathles' 
method  of  valuing  that  would  give  you  too  high  a  reserve.  I  would 
like  to  ask  Mr.  Cathles  if  he  would  base  his  surrender  values  on 
the  basis  of  $2,000  in  that  case. 

Mr.  Stein:     You  say  the  reserves  would  be  negative  ? 

Mr.  Pattison:  Yes,  at  certain  times  I  think  you  would  llnd 
the  negative  reserve  brought  out  because  the  continuous  benefit 
is  in  the  nature  of  a  one-year  term  benefit  for  a  large  amount,  as  I 
said. 

Mr.  Stein:  I  understood  that  the  Insurance  Department  of 
Pennsylvania,  some  time  since,  made  an  investigation  of  the  con- 
tinuous instalment  business  of  a  company  having  a  large  amount 
of  such  business  in  force  and  it  was  found  that  the  aggregate  extra 
reserve  was  equal  to  8  per  cent,  I  think,  of  the  regular  reserve, 
so  that,  it  seems  to  me,  they  must  have  had  a  great  many  positive 
reserves. 

Mr.  Phelps:  I  don't  know  whether  or  not  we  have  a  peculiar 
combination  of  ages  in  the  continuous  instalment  policies  in  the 
company  that  I  am  with,  but  there  are  very  few  of  the  mean 
reserves  in  the  ones  we  have  that  work  out  negatively.  The 
terminal  reserves  are  negative,  but  there  are  very  few  of  the  mean 
reserves  that  are  negative. 

Mr.  Beckett:  May  I  ask  you  a  question,  Mr.  Phelps?  I 
did  not  hear  the  first  part  of  your  remark.  Did  you  refer  to  ten 
years  certain  or  twenty  years  certain  ? 

Mr.  Phelps:     Twenty  years  certain. 

Mr.  Beckett:  I  presume  that  a  great  deal  of  the  question  as 
to  the  mean  reserve  liability  on  a  continuous  instalment  policy 
with  twenty  years  certain  is  due  to  the  fact  that- we  have  this 
troublesome  question  of  negative  reserves.  I  apprehend  it  will 
not  be  long  until  we  will  be  showing  continuous  instalment  policies 
not  simply  for  twenty  years  certain,  as  has  usually  been  done, 
but  for  a  shorter  period  of  years  certain  and  thereafter  continuous 
throughout  the  hfe  of  the  beneficiary. 

Most  of  us,  I  think,  are  agreed  with  the  fact  that  instalment 
insurance  by  monthly  payments  perhaps  is  going  to  be  more  and 


ii6  Continuous  Instalment  Policies  [June 

more  popular.  I  have  believed  in  that  right  along.  Why  make 
it  two  hundred  and  forty  months  or  twenty  years  certain  ?  What 
is  the  purpose  of  twenty  years  certain  and  then  thereafter  during 
the  lifetime  of  the  beneficiary  ?  I  assume  it  is  to  protect  the  estate 
of  the  beneficiary  from  too  great  a  shrinking  in  the  event  of  the 
death  of  the  beneficiary  soon  after  the  death  of  the  insured. 

Mr.  Cathles:  It  is  to  enable  the  agent  to  say  that  whatever 
happens  they  will  get  the  full  face  of  the  insurance. 

Mr.  Beckett:  I  think  it  is  in  order  to  discuss  this  phase  of 
it  as  well  while  we  are  talking  about  this  thing.  Why  set  up  a 
commuted  value  so  great  as  $1,750  or  $1,840  on  3  per  cent? 

Mr.  Pattison:  Don't  you  think,  Mr.  Beckett,  it  would  be 
hard  as  a  practical  proposition  to  sell  a  continuous  instalment 
policy  with  a  higher  premium  unless  you  have  a  pretty  high  sur- 
render value  to  show  the  applicant  and  unless  you  have  a  commuted 
value  on  which  to  base  your  surrender  values  ?  You  would  not 
have  that  talking  point  in  that  case.  If  it  was  only  for  ten  years 
certain  then  your  surrender  values  would  be  based  on  the  commuted 
value  under  ten  years  certain  and  they  would  be  about  as  high  as 
they  would  be  on  twenty  years  certain. 

Mr.  Beckett:  Suppose  your  commuted  value  was  based  on 
ten  years  certain  ? 

Mr.  Pattison:    That  is  what  I  say. 

Mr.  Beckett:    It  would  be  something  over  $1,000? 

Mr.  Pattison:  It  would  be  something  over  $1,000,  being 
$100  a  year,  paying  $100  a  year. 

Mr.  Beckett  :    Ten  dollars  a  month  ? 

Mr.  Pattison:  It  would  be  $1,750  based  on  twenty  years. 
You  would  have  two  policies  with  the  same  premium,  practically, 
with  the  surrender  value  higher  in  one  than  in  the  other. 

Mr.  Beckett:     But  not  the  same  premium. 

Mr.  Pattison:  The  premium  would  be  about  the  same  at 
some  ages. 

Mr.  Beckett:     The  premium  would  be  vastly  different. 

Mr.  Pattison:    Oh,  no. 

Mr.  Beckett:  Why,  certainly.  In  the  first  place,  you  are 
charging  a  premium  for  ten  years  certain  only  and  in  the  other  for 
twenty  years  certain.  The  extra  premium  for  continuous  instal- 
ment is  not  large  except  for  young  beneficiaries. 
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Mr.  Pattison:  I  think  if  the  beneficiary  were  old  it  would 
not  be  very  much  different. 

Mr.  Buttolph:  I  saw  such  a  contract  about  a  week  ago  sent 
in  by  one  of  our  agents.  He  seemed  to  think  it  was  a  wonderfully 
attractive  policy.  It  was  based  on  sixty  monthly  payments 
certain  and  continuous  thereafter. 

Mr.  Beckett:    I  have  not  seen  such  a  policy. 

Mr.  Graham:  I  would  be  glad  to  send  you  a  sample. 
[Laughter.] 

Mr.  Buttolph:     It  was  not  yours. 

Mr.  Glover:  While  we  are  talking  about  continuous  instal- 
ment policies  there  is  a  little  matter  of  accounting  theory  that  has 
puzzled  me  in  connection  with  these  policies  on  which  I  would  like 
to  have  the  benefit  of  the  wisdom  of  the  assembled  actuaries. 

In  the  event  of  the  death  of  the  insured  under  such  a  policy 
the  commuted  value  goes  into  disbursements  under  item  No.  i, 
page  3,  of  the  Statement.  The  entry  is  equal  to  the  commuted 
value  of  the  twenty  instalments  certain  plus  the  present  value  of 
the  continuous  instalment  for  a  deferred  annuity  at  the  attained 
age  of  the  annuitant.  Murphy  has  stated  in  his  paper  that 
the  whole  thing  should  go  in  premium  income,  item  11,  in  the  case 
of  this  policy.  Before  I  read  that  paper  I  had  always  thought  that 
the  certain  part  should  be  entered  under  item  21,  as  income  from 
supplementary  contracts  not  involving  life  contingencies,  and  the 
other  portion  under  item  11,  premium  income.  Certainly  a 
twenty-payment  life  policy  without  the  continuous  instalment 
feature  and  payable  in  twenty  instalments  certain  would  go  under 
item  21.  I  don't  know  why  the  whole  thing  should  go  under 
"premium  income"  in  the  one  case  and  not  in  the  other.  In 
other  words,  why  not  separate  the  certain  part  and  put  it  under 
item  21.     I  should  be  very  glad  to  get  some  light  on  this  point. 

Mr.  Bowerman:  Why  not  do  exactly  the  same  as  if  the  two 
benefits  were  issued  under  two  different  contracts  ? 

Mr.  Glover:    That  is  what  I  proposed  to  do. 

Mr.  Bowerman:     Some  companies  do  that. 

Mr.  Glover:    You  have  read  Murphy's  paper? 

Mr.  Bowerman:    Yes. 

Mr.  Glover:  He  points  out  very  specifically  that  it  should 
not  be  done. 
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]\Ir.  McBride  :  There  is  also  provision  in  the  blank  for  money 
''received  on  supplementary  contracts  involving  life  contingencies." 
I  would  recommend  the  segregation  of  the  two  benefits,  but  cut 
it  out  of  "premium  income"  entirely  and  put  it  in  those  two  items 
provided  for  that  purpose. 

Mr.  Raub:     Yes,  I  think  so. 

Mr.  Glover:    Is  it  "premium  income"  at  all? 

Mr.  McBride:  I  don't  think  so.  Is  this  the  proper  place 
to  raise  a  question  as  to  what  extent  you  should  reinsure  such 
contracts  ? 

Mr.  Beckett:  I  think  we  have  considerable  latitude  now, 
perhaps,  but  Mr.  Glover's  question  has  not  been  answered. 

Mr.  Graham:  What  is  the  advantage  in  splitting  it  up? 
It  is  all  under  one  contract,  isn't  it?  The  contract  does  involve 
life  contingencies.  It  is  true  that  those  contingencies  are  deferred 
twenty  years.  Why  make  any  split  ?  It  might  be  simpler,  but 
I  don't  think  it  should  be  done. 

Mr.  McBride:  For  the  sake  of  simplicity  it  might  be  put 
under  one,  but  when  you  are  doing  that  you  are  violating  the  terms 
of  the  statement  because  the  certain  part  which  has  matured  is 
something  that  is  coming  to  this  beneficiary.  It  is  not  a  premium. 
It  is  simply  a  death  claim  payable  in  instalments  certain.  Why 
it  should  go  into  "premium  accounts"  I  cannot  see. 

Mr.  Graham:  It  was  just  put  in  there  because,  due  to  the 
peculiarities  of  our  statement  form,  we  do  not  make  any  provision 
for  ledger  liabilities,  and  that  is  probably  the  reason  it  is  put  under 
"income"  instead  of  carrying  it  some  other  place. 

Mr.  Glover:  But  there  is  a  place,  "  Consideration  for  supple- 
mentary contracts  not  involving  life  contingencies." 

Mr.  Graham:  I  think  that  is  the  reason  why  it  is  in  "income," 
because  the  blank  does  not  make  any  provision  for  ledger  liabilities. 
There  is  no  place  provided  for  ledger  liability  in  your  statement. 
If  you  do  not  put  it  in  your  "income"  you  cannot  strike  a  balance. 

Mr.  Buttolph:  It  seems  to  me  there  are  three  methods 
possible  of  handling  it;  the  one  suggested  of  it  all  going  into 
"premium  income"  being  the  least  desirable  of  the  three.  The 
second  would  be  to  split  it  up,  part  of  it  "income  from  supple- 
mentary contracts  not  involving  life  contingencies"  and  the  other 
part  being  a  premium  on  deferred  annuity.     The  third  method 
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would  be  to  treat  it  as  one  contract,  to  put  it  all  in  as  a  considera- 
tion received  for  a  supplementary  contract  which  does  involve  life 
contingencies. 

Mr.  Beckett:    That  is  it. 

Mr.  Buttolph:  And  unless  there  were  two  separate  contracts, 
it  seems  to  me  that  the  third  method  is  the  more  desirable.  I  do 
not  like  the  idea  of  putting  it  all  into  "premium  income"  because 
it  sells  the  "premium  income"  in  an  unfair  sort  of  a  way.  If  it  is 
one  contract,  then  it  is  much  preferable  to  treat  it  as  one  contract 
and  the  entire  amount  would  be  entered  as  a  consideration  for  a 
supplementary  contract  which  does  involve  life  contingencies,  and 
it  seems  to  me  that  that  is  literally  true. 

The  President:  We  have  drifted  away  very  much  from  the 
original  subject.  Is  there  anything  more  to  be  added  on  the 
question,  the  topic  itself,  or  allied  subjects  ? 

Mr.  Nitchie:  There  is  an  allied  item  there.  We  have  had 
considerable  discussion  heretofore  about  the  propriety  of  it,  and 
it  is  what  you  might  call  a  supplementary  contract  involving  paid- 
up  insurance,  whether  that  belongs  in  "premium  income"  or  not, 
or  whether  it  belongs  in  "premium  income,"  or  would  you  put  it  in 
this  item  of  "supplementary  contracts  not  involving  life  con- 
tingencies" ?  Would  not  that  be  a  better  place  for  it  than  the 
"premium  income"  ? 

Mr.  Glover:  This  discussion  has  been  very  interesting.  In 
thinking  it  over  it  presents  itself  to  me  as  follows:  Haven't  the 
premiums  for  this  whole  contract  been  paid  once  ? 

Mr.  Cathles:    They  certainly  have. 

Mr.  Glover:  Now,  when  the  insured  dies  the  claim  is  paid 
and  turned  over  to  the  insurance  company  and  put  in  their  "  income 
account."     Why  should  it  go  into  "premium  account"  at  all? 

Mr.  McBride:     It  shouldn't. 

Mr.  Cathles:  Mr.  Graham  really  answered  that  question. 
It  is  entirely  due  to  what  some  of  us  think  is  a  foolish  construction 
of  our  annual  statement  form.  We  are  compelled  to  put  the  com- 
muted value  of  a  benefit  in  as  a  disbursement.  Then  if  it  is  not 
put  also  into  income  account  we  do  not  have  a  liability  for  the 
unpaid  instalments.  We  have  to  balance  our  income,  our  excess 
of  income  over  disbursements,  and  those  are  the  liabilities. 
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Mr.  Glover:  I  concede  the  fact  that  it  must  go  into 
''income"  somewhere  but  not  under  the  "premium  income." 

Mr.  Cathles:  I  do  not  think  it  should  go  under  "premium 
income." 

Mr.  Glover:     No. 

Mr.  Cathles:  I  do  not  think  that  the  value  of  paid-up  and 
extended  nonforfeiture  options  ought  to  go  on  the  income  side 
at  all. 

Mr.  Glover:     I  think  it  might  be  just  as  well  to  take  that  up. 

Mr.  Cathles:  That  was  a  matter  that  was  discussed  very 
fully  at  the  last  meeting  of  the  Joint  Committee  on  Blanks,  at 
which  Mr.  Murphy  was  present.  All  were  agreed  that  those 
items  were  simply  unjustifiable  means  of  swelling  income,  which 
should  not  have  been  permitted;  that  no  item  should  be  on  the 
income  side  of  the  account  which  was  not  actually  received  by  the 
company,  unless  it  was  necessary  to  complete  the  statement  in  its 
present  form,  which  is  admittedly  not  very  correct  from  an  account- 
ing point  of  view. 

Mr.  Nitchie:  Mr.  Cathles,  have  they  dropped  the  item 
"paid-up  insurance"  from  the  standardized  form? 

Mr.  Cathles:    Yes. 

Mr.  Nitchie:  They  carried  it  along  for  a  long  time.  Some 
of  the  companies  made  good  use  of  that.  I  did  not  know  whether 
they  had  dropped  it  or  not. 

Mr.  Cathles:  I  cannot  recall  the  wording  of  the  Statement. 
I  know  personally  I  never  did  that,  never  put  it  on  the  income  side 
of  the  Statement,  the  value  of  paid-up  insurance  granted  as  sur- 
render options.  I  know  the  Joint  Commission  recommended  such 
duplications  of  income  should  be  avoided. 

Mr.  Nitchie:  In  the  old  life  companies  in  their  old  days  they 
used  to  take  the  receipt  from  the  policyholder  for  the  value  of  that 
paid-up  insurance  and  they  carried  it  as  income. 

Mr.  Nitchie:  I  think  the  New  York  Life  was  the  first  com- 
pany that  did  that  among  the  big  companies. 
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THE    "TRADING    WITH    THE    ENEMY    ACT"    AS     IT    AFFECTS 

THE  RELATIONS  OF  LIFE  INSURANCE  ORGANIZATION 

TO  APPLICANTS,  POLICYHOLDERS,  AND 

BENEFICIARIES 

Mr.  Bowerman:  I  have  a  question  that  has  been  puzzHng  me 
for  a  long  time,  but  I  am  not  always  quite  sure  whether  this  ques- 
tion bears  on  this  point  or  not,  yet  I  think  it  does. 

Is  there  anything  in  that  Act  to  prevent  us  from  issuing  a 
policy  to  a  German,  giving  him  a  war  clause  and  a  permit  to  enter 
into  war  against  the  United  States  ? 

Suppose  a  German  wants  to  buy  an  insurance  policy  in  your 
company,  can  you  issue  it  and  give  him  a  war  clause,  charging  him 
$100  or  $200,  whatever  you  like,  on  $1,000,  authorizing  him  to 
engage  in  war  against  the  United  States?  I  wa3  wondering  if 
there  was  any  law  against  any  action  of  that  kind.  Would  that 
be  in  violation  of  this  Act  to  issue  a  policy  of  that  kind  ? 

Mr.  Seitz:  You  might  do  that,  but  we  have  gone  clearly 
on  the  ground  that  it  is  against  the  public  good,  against  public 
policy,  to  do  anything  of  that  kind. 

Mr.  Portch:  It  seems  to  me  that  the  question  must  enter 
as  to  what  would  happen  to  the  proceeds  of  the  policy  in  the  event 
of  death.  The  company  would  undoubtedly  be  under  obligation 
to  pay  the  proceeds  of  the  policy  to  an  alien  enemy  in  such  a  case, 
and  under  this  Act  we  could  not  do  that. 

Mr.  Bowerman:  Would  you  be  under  obUgation  to  issue  a 
permit  to  a  German  if  he  had  a  policy  in  your  company  and  if  he 
sent  you  the  extra  premium  to  pay  for  that  war  permit  ? 

Mr.  Portch:     I  think  you  would. 

Mr.  Bowerman:  But  you  are  under  no  obligation  to  issue 
a  policy  to  an  alien  enemy  ? 

Mr.  Portch:  I  think  you  are  under  no  obligation  to  issue  a 
policy  to  a  German  or  one  of  his  allies. 

Mr.  Bowerman:  Suppose  you  had  issued  a  policy  before 
war  was  declared:  now  the  German  comes  along  and  sends  the 
money  and  says,  "Send  me  a  permit  to  engage  in  war  against  the 
United  States, "  and  he  sends  you  the  money.  Some  companies  do 
business  over  in  Germany.  How  would  they  treat  that  matter  ? 
Would  they  be  compelled  to  issue  that  permit  ? 

Mr.  Portch:  I  think  you  will  find  they  have  entirely  dis- 
continued business  over  there. 
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Mr.  Bowerman:  If  the  policy  was  issued  before  the  war 
began  and  had  a  war  clause  in  it,  then  you  have  to  give  them  a 
war  permit  if  they  paid  the  extra  premium  ? 

Mr.  Portch:     Yes,  I  think  so. 

Mr.  Fricke:  Have  the  German  policies  any  war  clauses  in 
them? 

Mr.  Portch:  I  do  not  know  whether  they  have  or  not,  but 
my  impression  is  that  practically  all  policies  issued  in  Europe  by 
American  companies  contain  war  clauses. 

Mr.  Bowerman:  Supposing  a  German  in  this  country  applies 
for  a  policy,  would  you  give  it  to  him  ? 

Mr.  Portch:     I  would  not  give  it  to  him. 

In  our  company  we  had  to  consider  such  a  case,  and  we  have 
taken  the  ground  that  we  have  no  moral  right  to  issue  a  policy 
to  an  alien  enemy  or  an  ally  of  an  enemy  for  this  reason,  that  if 
the  insured  should  die  the  company  would  not  be  in  a  position  to 
pay  the  proceeds  to  an  alien  beneficiary,  and  therefore  we  would  be 
issuing  insurance  under  very  dubious  pretenses. 

Mr.  Bowerman:  Then  you  would  refuse  to  issue  insurance 
at  all  to  any  of  the  men  belonging  to  the  countries  fighting 
against  us  ? 

Mr.  Portch:    Yes. 

Mr.  Gr.aham:  You  would  have  to  pay  the  benefit,  Mr.  Portch, 
to  the  enemy  property  custodian  ? 

Mr.  Portch:  Yes,  but  we  could  not  pay  the  named  bene- 
ficiary, and  in  issuing  the  policy  we  implied  otherwise.  We  would 
have  to  pay  the  benefit  to  the  alien  property  custodian  and  not 
to  the  person  whom  the  insured  took  the  policy  to  protect. 

Mr.  Graham:  He  is  the  beneficiary  named  by  the  govern- 
ment or  the  trustee  for  the  beneficiary. 

Mr.  Portch:  In  other  words,  we  would  be  accepting  an 
application  knowing  that  we  could  not  carry  out  the  wishes  of  the 
insured  if  the  policy  were  issued  and  claim  were  presented  under  it. 

Mr.  Graham:  You  would  be  carrying  out  the  wishes  of  the 
insured  so  far  as  the  laws  of  the  land  would  permit  you. 

Mr.  Cathles:  In  the  payment  of  those  death  claims,  would 
you  call  for  a  certificate  of  residence  ? 

Mr.  Portch:  We  have  inserted  in  all  of  our  latest  death  claim 
proofs  an  affidavit  by  which  the  payee  certifies  to  residence  in  and 
citizenship  of  the  United  States. 
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Mr.  Catiiles:  I  had  an  actual  case  which  came  up  of  insur- 
ance on  a  man  in  Texas,  a  young  man,  payable  to  his  father  and 
mother  who  had  been  born  in  Germany  and  had  never  taken  out 
any  citizenship  papers,  although  they  had  lived  in  this  country 
thirty  or  forty  years.  I  wrote  to  the  alien  property  custodian  and 
told  him  of  the  case,  and  I  got  the  reply  that  if  those  people  are 
residents  in  Texas  you  can  certainly  pay  the  sum  assured  to  them 
as  beneficiaries  under  the  policy  because  they  have  not  been  classi- 
fied as  enemy  aliens  by  proclamation  of  the  President.  The  mere 
fact  of  German  birth,  German  citizenship,  does  not  constitute  a 
man  an  enemy  alien  under  the  existing  state  of  the  law. 

Mr.  Bowerman:    But  he  has  to  register. 

Mr.  Cathles:  At  that  time,  unless  those  people  were 
interned,  we  were  advised  that  it  was  perfectly  safe  to  pay  the  sum 
insured. 

Mr.  Beckett:  I  am  very  glad  to  have  that  point  brought 
out.  The  matter  of  issuing  new  insurance  we  can  control  without 
great  diflScult}^,  but  all  of  us  have  more  or  less  dealings  with  enemy 
aliens;  for  example,  a  man  born  in  an  enemy  country  whose  second 
papers  were  not  taken  out. 

Mr.  Cathles:  He  is  not  an  enemy  alien.  I  think  we  will 
have  to  reserve  that  description  for  such  persons  as  have  been 
actually  designated  as  enemy  aliens  by  the  President. 

Mr.  Beckett:    He  is  registered. 

Mr.  Cathles:    But  he  is  a  citizen. 

Mr.  Beckett:    He  has  to  be  vouched  for. 

Mr.  Cathles:  Because  he  is  of  German  birth  he  does  not 
come  within  the  proclamation  of  the  President  and  is  not  neces- 
sarily an  enemy  alien. 

Mr.  Fricke:  We  had  a  case  like  this.  A  doctor  in  ]Mil- 
waukee  was  insured  for  $1,000.  He  named  his  brother  as  bene- 
ficiary. The  doctor  died.  The  brother  named  as  beneficiary  was 
in  Germany,  an  officer  of  the  German  army.  At  the  time  the 
doctor  in  Milwaukee  died  this  country  was  at  war  with  Germany. 
There  was  no  means  of  telling  whether  that  beneficiary  was  alive 
or  not.  An  administrator  was  appointed  for  the  doctor's  estate 
in  Milwaukee.  He  was  the  only  one  that  made  a  claim  for  this 
$1,000.  We  could  not  turn  over  the  $1,000  to  him  because  the 
brother  was  named  as  the  beneficiary  and  they  don't  know  now 
whether  the  brother  is  alive  or  whether  this  money  is  payable  to 
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the  brother  or  whether  it  is  payable  to  the  administrator.  Now, 
under  those  conditions  should  this  money  be  paid  to  the  alien 
administrator  ?  The  brother  may  have  been  dead  when  the  doctor 
died.  In  that  case  it  was  payable  to  the  administrator  of  the 
estate. 

Mr.  Cathles:  I  do  not  believe  anybody  could  blame  you 
for  hanging  on  to  that  money  for  a  while. 

Mr.  Buttolph:  I  do  not  quite  see  that  this  question  as  it 
was  originally  raised  is  a  very  practical  one.  It  seems  to  me  that 
we  are  confusing  terms.  I  believe  there  is  a  difference  between 
enemy  aliens  and  alien  enemies.  I  do  not  believe  that  anywhere 
in  the  "Trading  with  the  Enemy  Act"  will  you  find  either  expres- 
sion. If  my  recollection  is  correct,  the  only  expression  used  in  that 
Act  is  the  word  "enemy"  without  the  "alien"  either  before  or 
after  it.  The  printed  instruction  issued  by  the  alien  property 
custodian  defines  the  word  "enemy."  It  defines  it  as  a  person 
resident  in  the  country  with  which  we  are  at  war,  or  an  ally  of  such 
country,  or  a  person  representing  in  a  business  way  somebody  in 
one  of  those  countries,  or  such  person  as  the  Preisdent  has  desig- 
nated as  an  enemy.  Now,  I  believe  that  all  persons  that  the 
President  has  designated  as  enemies  are  in  internment  camps, 
whether  residents  of  this  country  or  not. 

Mr.  Cathles:    Not  yet. 

Mr.  Buttolph:    Not  yet?    Aren't  they? 

Mr.  Cathles:  No,  not  yet,  not  all  of  them.  What  I  mean, 
Mr.  Buttolph,  is  that  the  President  is  constantly  enlarging  the 
class.  As  enemy  aliens,  for  instance,  they  have  just  included  the 
women. 

Mr.  Buttolph:  They  are  gathering  them  in  as  fast  as  they 
can.  They  may  not  have  caught  them  all,  but  theoretically  I 
believe  they  are  all  interned. 

This  blank  or  this  printed  instruction  that  has  been  issued  by 
the  alien  property  custodian  goes  on  to  illustrate  that  a  citizen  of 
the  United  States  who  chances  to  be  a  resident  in  Germany  is  an 
enemy  under  the  meaning  of  the  Act,  that  a  citizen  of  Germany 
who  is  resident  in  the  United  States  is  not  necessarily  an  enemy 
within  the  meaning  of  that  Act. 

Now  the  mere  fact  that  we  have  resident  in  this  country  a 
German  who  has  never  taken  out  naturalization  papers  does  not 
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conslitute  that  person  as  an  enemy  within  the  meaning  of  the  Act. 
If  I  understand  the  correct  meaning  of  the  term,  that  person  is  an 
enemy  alien.  Even  though  he  may  be  serving  in  the  United  States 
Army,  nevertheless  he  is  an  enemy  alien.  He  is  not  an  alien  enemy 
and  is  not  an  enemy  under  the  "Trading  with  the  Enemy  Act." 
It  seems  to  me  that  looking  at  this  question  from  the  moral  point 
of  view,  suggested  by  one  of  the  previous  speakers,  that  we  need 
not  have  any  fears  about  insuring  a  man  of  German  birth  who 
has  never  been  naturalized,  if  he  is  at  large  or  is  not  being  sought 
by  the  authorities,  having  been  designated  by  a  special  act  of  the 
President  as  an  enemy. 

Mr.  Portcii:  I  think  ISIr.  Buttolph  has  overlooked  one 
feature  of  this  definition  that  is  worth  our  attention  here.  The 
word  "enemy"  is  defined  in  the  Act  specifically  as  a  person,  cor- 
poration, etc.,  resident  or  doing  business  in  territory  now  occupied 
by  the  enemy,  and  in  that  the  definition  of  "enemy"  is  fixed  and 
the  status  is  fixed  simply  by  residence  or  location.  But  as  I 
recall  it,  the  Act  goes  on  to  say  "and  such  other  persons  as  may 
be  hereafter  included  by  proclamation  of  the  President." 

It  is  interesting  to  consider  the  recent  proclamations  of  the 
President  in  reference  to  this  Act.  The  alien  property  custodian 
advises  that  by  a  recent  proclamation  of  the  President  the  term 
"enemy"  as  used  in  the  "Trading  with  the  Enemy  Act"  is  made 
to  include  "resident  aliens  who  are  now  or  may  hereafter  be 
interned  by  the  United  States  government."  Now,  Mr.  Buttolph 
in  his  definition  has  taken  care  of  those  who  are  now  interned,  or 
who  have  immediate  prospect  of  being  interned,  but  this  proclama- 
tion of  the  President  includes  those  who  may  hereafter  be  interned. 
You  can  readily  see  that  the  definition  is  materially  broadened. 

Mr.  Nitchie:  The  natural  construction  of  that  would  be 
that  they  do  not  become  enemies  until  they  are  interned. 

GENERAL  DISCUSSION  OF  TOPICS  WHICH  MAY  BE  PRESENTED 
BY  ANY  FELLOW,  ASSOCIATE,  OR  CONTRIBUTING  MEMBER 

The  President:  I  think  we  ought  to  give  opportunity  for 
anyone  to  bring  up  any  matter  here  that  he  might  want  to  bring 
up.  I  apprehend  that  some  of  us  are  planning  to  leave  the  city 
in  an  hour  or  so.  We  have  a  committee  meeting  of  the  Board 
that  will  follow  immediately  after  this  meeting.     If  anyone  has  a 
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topic  that  he  wishes  discussed  rather  briefly,  I  would  hke  to  have 
him  bring  it  up. 

HOW  FAR  SHOULD  A  COMPANY  GO  FROM  ALTRUISTIC  MOTIVES  ? 

Mr.  Bowerman:  The  George  Washington  Life  Insurance 
Company  has  been,  and  has  the  honor  of  being,  a  contributing 
member  of  this  association  for  the  same  number  of  years  that  I 
have  been.  I  asked  our  president  if  there  was  any  question  he 
would  like  to  have  brought  up  before  the  Institute  and  he  said 
there  was  one.  He  said,  "I  would  like  to  have  you  find  out  to 
what  extent  a  company  should  go  from  altruistic  motives  when  the 
company  did  not  think  it  likely  to  be  profitable  for  the  company 
to  do  it." 

Mr.  Portch:  With  reference  to  altruism,  wouldn't  it  be 
true  altruism  to  look  after  the  interests  of  your  existing  policy- 
holders before  you  attempt  to  assist  those  who  are  not  yet  members 
of  your  company  ? 

IVIr.  Beckett:  I  should  make  some  distinction  between  duty 
and  privilege,  perhaps.  I  am  inclined  to  think  that  some  of  the 
very  large  life  insurance  companies  have,  in  their  welfare  work, 
had  the  privilege  of  doing  great  things,  perhaps  beyond  the  terms 
of  their  policy  contracts.  That  has  been  a  privilege  for  them. 
But  I  dg  not  see  that  it  is  necessarily  a  duty  devolving  upon  a  life 
insurance  company,  and  particularly  when  they  have  now  so  many 
responsibilities  to  all  their  policyholders  and  so  many  other 
insurance  difficulties  as  well  as  responsibilities  to  their  stock- 
holders, in  the  case  of  stock  life  insurance  companies.  If  the 
company  is  so  fortunate  that  it  can  have  the  privilege  of  doing 
even  more,  then  of  course  it  is  a  fine  thing. 

WHAT  HAS  BEEN  THE  PRACTICE  WITH  THE  COMPANIES  AS  TO  MAKING 

CONTRIBUTIONS  TO  THE  RED  CROSS, 

Y.M.C.A.,  ETC. 

]Mr.  Raub  :  I  would  like  to  inquire,  if  I  might,  what  has  been 
the  policy  of  the  companies  operating  in  the  states  where  there 
are  no  statutes  especially  giving  the  authority  to  make  contribu- 
butions  to  Red  Cross,  Y.M.C.A.,  and  other  war  relief  service? 
What  has  been  the  practice  with  the  companies  as  to  making  these 
donations  or  contributions  ? 
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Mr.  Beckett:  We  hold  that  our  company  does  not  have  the 
right  to  make  any  contributions. 

Mr.  Raub:  We  have,  too,  but  I  understand  some  companies 
have  gone  a  Httle  farther  than  that. 

Mr.  Stein:  A  number  of  companies  have  subscribed  to  the 
Red  Cross. 

Mr.  Raub:  New  York  and  New  Jersey  have  statutes  per- 
mitting these  donations. 

Mr.  Stein:  Notwithstanding  the  fact  that  some  of  the  com- 
panies in  those  states  have  made  contributions  to  the  Red  Cross  ? 

Mr.  Carr:  As  far  as  we  are  concerned,  we  have  made  con- 
tributions to  the  War  Chest  and  to  the  Red  Cross,  and  feel  that 
we  have  a  right  to  make  contributions  of  that  nature. 

Mr.  Beckett:  Personally,  it  would  seem  to  me  there  is  some 
difference  in  that  matter  between  a  stock  company  and  a  mutual 
company.  The  company  I  represent  is  a  mutual  company,  and 
that  is  one  reason  why  we  have  taken  that  position. 

Mr.  Raub  :  The  question  was  taken  so  seriously  by  the  mutual 
companies  in  New  York  and  New  Jersey  that  a  decision  was  asked 
of  ex-United  States  Supreme  Justice  Hughes. 

Mr.  Cathles:  It  has  been  the  custom  in  Texas  among  the 
companies  there  to  make  contributions  to  war  relief  causes  in 
spite  of  the  prohibition  by  law.  I  understood  that  was  the  atti- 
tude of  all  companies  toward  such  things  as  the  Red  Cross, 
Y.M.C.A.,  and  such  other  relief  funds.  I  would  hate  to  be  the 
insurance  commissioner  that  would  question  a  contribution  of  that 
kind. 

Mr.  Buttolph:  And  especially  if  he  was  running  for  a  second 
term. 

The  President:  Is  there  anything  further  on  that  subject 
or  any  other  ? 

IS  it  correct  to  deduct  as  asset  not  admitted  the  value 
OF  commuted  renewal  commissions  ? 

Mr.  Glover:  This  question  has  arisen  in  my  mind  in  regard 
to  the  Annual  Statement:  Is  it  correct  to  deduct  as  asset  not 
admitted  the  value  of  commuted  renewal  commissions  ?  It  seems 
to  me  the  rate  of  withdrawal  can  be  fairly  well  established  now, 
and  I  wonder  if  companies  should  not  be  permitted  to  take  credit 
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in  their  assets  for  money  actually  paid  out  for  commuted  renewals 
when  they  have  the  contract  in  their  possession. 

Mr.  Buttolph:  From  a  theoretical  point  of  view  I  think 
they  should  receive  credit  for  that  contract,  which  they  have 
purchased.  From  a  practical  point  of  view  it  seems  to  me  to 
lead  to  endless  trouble  and  abuse.  Every  company,  I  presume,  has 
a  considerable  amount  of  business  on  which  it  pays  no  renewal 
commission.  A  contract  covering  a  certain  amount  of  business 
which  originally  provided  for  renewal  commission  has  been 
bought  and  a  value  is  attached  to  that  contract,  which  is  carried 
into  the  assets  of  the  company.  Then  why  should  not  this  busi- 
ness under  which  no  renewal  is  payable  also  have  a  value  ? 

I  will  not  take  your  time,  since  we  seem  to  be  a  little  short  of 
time,  in  enlarging  upon  that,  but  offer  that  merely  as  a  suggestion 
for  future  reference  as  to  what  is  the  practical  objection  to  claiming 
that  as  an  asset. 

Mr.  Raub:  An  outstanding  renewal  commission  contract 
would  in  like  manner  be  an  obligation,  wouldn't  it  ? 

Mr.  Cathles:  Yes,  and  sometimes  the  renewal  commission 
would  exceed  the  loading. 

Mr.  Raub:  Our  charge  is  a  liability  of  the  government,  isn't 
it,  in  connection  with  that  relief  act  ? 

Mr.  Cathles:     I  do  not  think  so;  not  generally;  no. 

Mr.  Raub:  Not  on  future  business;  only  on  current  year  or 
deferred  and  uncollected  premium. 

Mr.  Glover:    Yes,  that  is  right. 

Mr.  Cathles:  I  think  you  are  trying  to  raise  a  little  hornet's 
nest  there. 

Mr.  Nitchie:  I  think  it  was  the  abuse  of  that  that  led  to  the 
adoption  of  the  commuted  commission. 
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CORRECTIONAL   NOTE 

Formula  (6),  Vol.  VI,  page  3,  of  the  Record  should  read: 

{l-\-K)ax  —  Rx+im\'  Exm+i, 


(rir),^=(rA)x=- 


i-(i-hk)A 


X  m+i\ 


as  indicated  by  Mr.  J.  C.  Rietz  in  his  discussion  of  the  paper, 
Vol.  VI,  page  167,  of  the  Record;  or,  as  since  pointed  out  by 
Mr.  Rietz  through  correspondence,  the  equation  may  take  the 
equivalent  form: 

(l-\-K)a.x  +  i—  Rx+i  m\'  Ex+i  m\ 


(rr)x=(rA)x  = 


I  regarded  formula  (6)  only  as  a  side  issue,  all  my  work  having 
been  done  on  formula  (i),  and  in  some  way  I  introduced  an  error 
in  the  reduction  of  formula  (i). 

E.  W.  Hyde 
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ADDRESS  OF  THE  PRESIDENT,  ALBERT  GARFIELD 

PORTCH 

In  completing  the  allotted  span  as  your  President,  it  is  my 
pleasant  duty  to  express  the  thanks  of  the  Institute  to  those  who 
during  the  past  two  years  have  carried  on  our  active  work.  To 
the  Board  of  Governors,  collectively  and  individually,  we  owe  a 
debt  of  gratitude  for  much  time  and  thought  unselfishly  given  to 
the  affairs  of  the  Institute.  Other  members  have  fulfilled  the 
duties  of  various  committees,  in  many  cases  requiring  arduous  as 
well  as  important  work,  and  the  Institute  owes  them  most  liberal 
appreciation.  Three  men  deserve  our  special  thanks — our  Secre- 
tary and  Treasurer,  our  Librarian,  and  our  Editor  have  given  a  far 
greater  service  to  the  Institute  than  most  of  us  realize,  and  to  them 
we  tender  an  expression  of  sincere  thanks. 

To  the  work  of  those  I  have  mentioned,  combined  with  the 
unfailing  co-operation  of  many  individual  members  of  the  Institute, 
we  must  attribute  our  continued  progress.  Along  mere  numerical 
lines  this  progress  has  been  entirely  satisfactory.  During  the  past 
two  years  our  hst  of  Fellows  has  increased  from  70  to  85  names; 
our  Associates  now  number  34  instead  of  30;  and  we  now  have 
54  Contributing  Members  where  two  years  ago  we  had  only  47. 
With  reference  to  finances  we  can  hardly  speak  of  progress  in  the 
sense  of  accumulation  of  funds,  because  it  has  never  been  the  aim 
of  the  Institute  to  build  up  an  invested  capital.  To  my  mind  it  is 
beyond  the  scope  of  a  scientific  organization  of  this  kind  to  establish 
large  funds.  I  trust  that  if  any  excess  of  money  should  fall  to  our 
lot  we  would  use  it  in  extending  our  library  or  our  public  work 
rather  than  in  accumulation.  However,  for  the  present  purpose 
it  is  sufficient  to  say  that  the  finances  of  the  Institute  are  in  satis- 
factory condition  and  that  the  increasing  demands  of  our  work 
have  been  adequately  met. 

Along  less  materialistic,  but  I  believe  more  important,  lines 
our  progress  has  been  equally  satisfactory.  I  am  confident  that 
the  recognition  and  standing  of  the  Institute  in  scientific  and 
professional  matters  have  been  enhanced  materially  by  the  public 
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and  semipublic  work  done  in  the  past  few  years.  To  dwell  on  this 
phase  would  be  merely  to  repeat  details  that  are  fully  covered  by 
reports  at  this  and  previous  meetings.  I  feel  sure  that  there  is 
every  reason  to  be  well  satisfied  with  our  progress  in  these  matters. 

Leaving  the  immediate  work  of  the  Institute,  it  may  not  be 
out  of  place  to  refer  briefly  to  the  crisis  through  which  our  com- 
panies and  our  nation  are  passing. 

Our  companies  as  yet  have  felt  little  of  the  effect  of  this  crisis. 
It  is  customary  to  say  that  we  shall  suffer  greatly  because  of 
increased  mortality.  But  why  talk  about  it  as  suffering  ?  Let  us 
rather  look  upon  it  as  an  increased  justification  for  our  existence 
and  a  multiplication  of  the  service  we  render.  Making  a  rough 
estimate  based  upon  the  experience  of  Canadian  companies,  we 
may  anticipate  that  the  ratio  of  our  actual  to  our  expected  claims 
will  be  increased  by  from  30  per  cent  to  50  per  cent  of  itself  by 
reason  of  claims  arising  from  the  war.  But  in  years  to  come, 
when  we  talk,  not  of  the  war  that  was  forced  upon  us,  but  of  the 
peace  that  was  forced  upon  our  enemies,  we  shall  be  proud  that  our 
companies  stood  the  test  and  by  their  stability  helped  make  that 
peace  possible. 

Undoubtedly  one  of  the  results  of  the  war  will  be  the  permanent 
and  universal  adoption  of  the  war  clause  by  life  insurance  organiza- 
tions. It  may  be  profitable  to  review  the  situation  in  this  country 
regarding  the  war  clause,  and  to  speculate  a  little  upon  the  ultimate 
war  clause  that  will  be  permanently  adopted. 

For  more  than  a  decade  prior  to  191 6  practically  all  American 
companies  issued  policies  that  were  by  their  terms  free  from 
restriction  regarding  war  service.  In  1916  a  prominent  organiza- 
tion of  company  executives,  realizing  the  danger  of  the  Mexican 
and  European  situations  and  the  desirability  of  uniform  action 
with  respect  thereto,  appointed  a  committee  to  draft  a  war  clause 
that  could  be  recommended  as  a  guide  to  their  companies.  The 
war  clause  was  drafted  and  recommended  by  a  thoroughly  com- 
petent committee.  It  is  not  a  matter  of  credit  that  only  one 
company,  of  all  the  companies  represented  on  that  committee  and 
in  that  association,  had  the  courage  to  adopt  the  clause  at  that  time. 
Less  than  a  year  later  the  companies  saw  their  mistake. 

In  April,  19 17,  when  we  formally  entered  the  Great  War,  there 
was  a  rush  of  companies  to  adopt  war  clauses.     Naturally,  in  the 
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haste,  the  question  of  uniformity  was  given  scant  consideration. 
The  result  was  a  heterogeneous  mass  of  war-service  restrictions, 
some  good  and  some  bad. 

Later  in  19 17  the  National  Association  of  Insurance  Commis- 
sioners took  official  cognizance  of  this  unfortunate  condition,  and  a 
joint  committee  of  Commissioners  and  company  officials  was 
appointed  to  prepare  a  war  clause  that  might  be  uniformly  adopted 
by  all  companies.  The  clause  prepared  by  this  committee  was 
substantially  the  same  as  that  prepared  in  1916  as  above  mentioned, 
except  that  the  new  clause  bore  obvious  evidence  that  in  certain 
respects  conservatism  had  yielded  to  expediency  in  the  interest 
of  uniform  action.  This  new  clause,  certainly  the  minimum  of 
protection  to  a  company,  was  brought  to  the  attention  of  all 
companies,  and  considerable  pressure  was  exerted  toward  its  uni- 
form adoption.  Unfortunately  it  must  be  recorded  that  these 
efforts  toward  uniformity  were  only  partially  successful. 

The  war  clauses  used  by  companies  in  this  country  today  are 
far  removed  from  any  evidence  of  uniformity.  We  have  war 
clauses  that  are  operative  for  two  years  after  issue  and  clauses 
that  cover  the  entire  course  of  the  policy.  There  are  clauses  that 
cover  war  service  both  here  and  abroad  and  clauses  that  cover 
only  overseas  service.  We  have  had  extra  premiums  varying  from 
$10  per  $1,000  to  $200  per  $1,000  according  to  the  company  and 
the  nature  of  the  service  covered.  This  is  a  deplorable  lack  of 
uniformity  in  a  vital  matter  that  aflfects  all  companies.  The 
measure  of  the  risk  is  the  same  for  all  companies,  and  there  is  no 
good  reason  why  the  treatment  should  not  be  substantially  the 
same  in  all. 

Perhaps  those  who  observe  conditions  closely  will  have  noticed 
a  tendency  toward  what  I  have  come  to  regard  as  the  ultimate  war 
clause.  Several  companies  within  the  past  few  months  have 
restricted  the  amount  of  insurance  upon  which  the  extra  premium 
for  war  service  may  be  paid,  stipulating  that  for  the  balance  of  the 
insurance  the  liability  of  the  company  shall  be  limited  to  the 
reserve  in  event  of  death  from  war  service.  For  example,  one 
large  company  whose  limit  on  a  life  is  $300,000  will  permit  only 
$2,500  to  be  kept  in  force  for  full  amount  by  payment  of  extra 
premium.     Other  companies — a  few  large  companies  and  several 
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small  companies— have  adopted  war  clauses  under  which  the  war 
risk  is  eliminated  either  entirely  or  partially. 

By  the  ultimate  war  clause  I  mean  a  restriction  under  which, 
if  death  is  the  result  of  war  service,  the  liability  of  the  company  is 
reduced  to  the  reserve  on  the  policy,  no  extra-premium  privilege 
being  granted.  I  believe  that  there  is  a  distinct  tendency  toward 
the  general  adoption  of  this  form  of  war  clause  and,  although 
prophecy  at  any  time  is  dangerous,  I  may  at  least  say  that  it  would 
occasion  no  surprise  if  before  this  war  is  over  such  a  clause  will 
bring  about  the  desired  uniformity  between  companies  in  this 
country. 

Although  two  years  ago  I  favored  the  extra-premium  war 
clause,  I  have  come  to  the  conclusion  that  it  has  proved  to  be  an 
inadequate  protection  to  the  companies.  This  conclusion  is  based 
primarily  on  the  fact  that  although  the  present  war  has  been 
carried  on  for  nearly  four  years,  we  are  still  without  any  adequate 
statistical  basis  for  the  computation  of  extra  premiums.  A 
secondary  factor  in  this  conclusion  has  been  the  small  proportion 
of  extra  premiums  actually  paid  and  the  difificulty  of  proper  notice 
and  collection. 

But  these  matters  are  trifling  when  compared  to  the  great 
national  problems  affecting  business.  In  this  connection  I  wish 
to  leave  but  a  single  thought.  We  must  win  this  war — but  winning 
the  war  means  more  than  beating  Germany.  If  in  defeating  the 
armies  of  KuUur  we  destroy  our  own  social  and  commercial  integ- 
rity, then  who  can  say  that  the  war  has  been  won  ?  To  win  the 
war  we  not  only  must  annihilate  Kaiserism,  but  must  maintain 
established  American  institutions.  I  do  not  mean  for  a  moment 
to  raise  the  futile  cry  of  "  business  as  usual."  But  I  do  mean  to  say 
that  although  great  emergencies  demand  unusual  measures, 
circumstances  can  never  alter  principles. 

If  our  social  and  business  institutions  have  been  founded  on 
sound  principles,  the  circumstances  even  of  a  world-war  cannot- 
alter  that  soundness.  On  the  other  hand,  the  principles  of  socialism 
were  unsound  before  the  war,  and  even  this  great  disaster  cannot 
make  them  sound.  It  may  be  expedient,  in  order  to  win  the  war, 
to  adopt  temporarily  some  of  the  methods  of  socialism;  but  it 
would  be  disastrous,  under  this  temporary  pressure,  to  substitute 
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the  erroneous  doctrines  of  socialism  for  the  sound  principles  of  the 
American  Constitution.  Though  it  may  take  millions  of  America's 
men  and  billions  of  her  dollars,  yet  she  will  fight  this  war  to  the  end, 
and  though  changed  through  suffering,  she  will  still  be  America 
if  she  has  maintained  the  integrity  of  her  own  democracy,  which  is 
the  foundation  of  her  happiness  and  prosperity. 
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SYNOPSIS  OF  THE  MINUTES  OF  THE  MEETING  OF  THE 
AMERICAN  INSTITUTE  OF  ACTUARIES,  JUNE  6 
AND  7,  1918,  AT  THE  HOTEL  LA  SALLE,  CHICAGO 

The  Institute  was  called  to  order  by  the  President  at  10: 30  a.m., 
and  the  following  Fellows  and  Associates  answered  to  the  roll  call: 


O.  J.  Arnold 
Wm.  F.  Barnard 
Charles  H.  Beckett 
J.  P.  Bowerman 
Henry  W.  Buttolph 

D.  F.  Campbell 
Carroll  B.  Carr 

E.  R.  Carter 
L.  M.  Cathles 
H.  R.  Corbett 
H.  W.  Curjel 


E.  L.  Marshall 


FELLOWS 

E.  O.  Dunlap 
James  Fairlie 
Wm.  A.  Fricke 
James  W.  Glover 
George  Graham 
James  Mcintosh 
Malcolm  McNeil 
Franklin  B.  Mead 
J.  H.  Nitchie 
George  B.  Pattison 

ASSOCIATES 

J.  D.  Maynard 


S.  L.  Phelps 
S.  H.  Pipe 
A.  G.  Portch 
H.  L.  Rietz 
J.  C.  Rietz 
J.  C.  Seitz 
C.  F.  Stein 
B.J.  Stookey 
H.  S.  Vail 
R.  M.  Webb 


R.  B.  Sturtevant 


The    following    contributing    member    companies    were    also 
represented  by  other  than  Fellows  or  Associates: 

CONTRIBUTING  MEMBERS 

American  Central  Life Herbert  M.  Woollen,  President 

Central  Life  of  Illinois S.  B.  Bradford,  Secretary 

Central  States  Life  of  St.  Louis W.  H.  McBride,  Secretary 

Federal  Life A.  R.  Thompson 

Indianapolis  Life E.  B.  Raub,  Vice-President  and  Counsel 

Lincoln  National  Life F.  A.  Shailer 

„,  J  T  •      T  T     T.T-1        1  (J-  E.  Reilly,  Secretary 

Old  Lme  Life,  Milwaukee ^t,t^t^ 

[P.  D.  Runyan 

Pan-American  Life J.  E.  Woodward,  Secretary 

Peoria  Life P.  Bourscheidt 

Wisconsin  Life N.J.  Frey,  Secretary 

Mr.    Arnold,    for    the    Committee    on    Arrangements,    made 
announcement  as  to  the  arrangements  for  the  entertainment  of 
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ladies  and  the  dinner  at  the  Chicago  Yacht  Club  Thursday 
evening. 

The  President  then  presented  his  annual  address,  which  is 
printed  in  The  Record. 

At  the  conclusion  of  the  President's  address,  upon  motion,  the 
minutes  of  the  last  meeting  of  the  Institute,  as  printed  in  No.  14 
of  The  Record,  were  approved  as  printed. 

The  Secretary  then  presented  a  summary  of  the  business 
transacted  by  the  Board  of  Governors  since  the  last  meeting  of 
the  Institute,  and  actions  taken  by  the  Board  were  confirmed  by 
the  Institute. 

The  Secretary  called  the  attention  of  the  Institute  to  resolution 
adopted  at  the  last  meeting  authorizing  the  Board  to  waive  the 
annual  dues  while  in  service  of  members  serving  in  the  military  or 
naval  forces  of  the  United  States,  and  moved  that  authorization 
to  the  Board  to  waive  dues  be  extended  to  members  in  the  military 
or  naval  service  of  any  of  the  Allies  of  the  United  States.  This 
motion  was  seconded  and  unanimously  adopted. 

The  report  of  the  Committee  on  New  Mortality  Table  was  pre- 
sented by  Mr.  Arnold  (as  printed  in  The  Record  of  this  date),  and 
upon  motion  the  report  was  accepted  and  ordered  filed  and  the 
Committee  continued. 

]Mr.  Glover  presented  the  report'  of  the  Special  Committee 
appointed  at  the  suggestion  of  the  Carnegie  Foundation  Fund,  which 
report  was  accepted  and  ordered  filed  and  the  Committee  continued. 

The  Treasurer  presented  his  report  (printed  in  The  Record  of 
this  date).  The  President  appointed  the  following  committee 
to  audit  the  accounts  of  the  Treasurer:  H.  L.  Rietz,  E.  O.  Dunlap, 
D.  F.  Campbell,  and  upon  motion  the  report  of  the  Treasurer 
was  accepted  and  ordered  filed,  subject  to  the  approval  of  the 
auditing  committee. 

The  Librarian  presented  his  report  (printed  in  The  Record  of 
this  date),  which,  upon  motion,  was  accepted  and  ordered  filed. 

The  President  then  announced  that  the  Board  of  Governors, 
at  its  morning  session,  had  unanimously  instructed  the  Secretary 
to  send  a  letter  of  thanks  to  Dr.  Fricke  for  his  generous  contribution 
to  the  library  of  the  Institute. 

'  This  report  is  printed  in  full  in  the  Reports  of  the  Carnegie  Foundalioiifor 
the  Advancement  of  Teaching. — Editor. 
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The  Editor  of  The  Record  presented  a  brief  verbal  report  as  to 
his  activities  during  the  year.  The  question  of  printing  an  index 
to  the  numbers  not  included  in  the  present  index  was  discussed,  but 
final  action  thereon  was  deferred. 

The  election  of  officers  was  next  in  the  regular  order  of  business, 
but,  upon  motion,  this  election  was  made  a  special  order  of  business 
for  11:30  A.M.  Friday,  June  7. 

The  Institute  then  proceeded  to  the  consideration  of  the 
formal  papers  on  the  program,  the  first  paper  being  by  Mr.  F.  B. 
Mead,  entitled  "The  Mortality  among  Women  Insured  in  the 
Lincoln  National  Life  Insurance  Company  and  the  Michigan 
State  Life  Insurance  Company,  and  the  Mortality  among  Men 
Insured  in  The  Michigan  State  Life  Insurance  Company."  This 
paper  was  followed  by  one  submitted  by  James  H.  Washburn 
and  read  in  his  absence  by  Mr.  J.  H.  Nitchie,  entitled  "Effect  of 
Fluctuating  Currency  On  Life  Insurance." 

The  Institute  then  adjourned  to  meet  at  2:00  p.m. 

At  the  afternoon  session  a  paper  on  "Fraternal  Benefit  Socie- 
ties," prepared  by  Mr.  Wendel  P.  Coler,  was  presented  by  Presi- 
dent Portch,  followed  by  a  paper  by  Mr.  Winfield  W.  Greene,  a 
Fellow  of  the  Institute,  presented  in  synopsis  by  Mr.  Beckett, 
entitled  "Certain  Actuarial  Aspects  of  Compensation  Insurance." 
Mr.  Buttolph  presented  a  paper  entitled  "Rate  of  Death  from 
Accident,"  which  was  discussed  at  some  length. 

Mr.  Arnold,  for  the  local  committee,  then  presented  a  service 
flag  containing  six  stars,  and  moved  the  adoption  of  the  following 
resolution : 

WHERE.A.S,  In  the  great  war  for  civilization  the  American  Institute 
of  Actuaries  is  represented  by  the  following  Fellows  and  Associates 
who  have  enlisted  for  military  or  naval  service: 

FELLOWS 

Gordon  W.  Thompson 
Harris  E.  Mneberg 

ASSOCIATES 

Robt.  N.  Griswold 

S.  Z.  Rothschild,  Second  Lieutenant 

Benj.  S.  Beecher 

Marcus  Gunn 
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And  Whereas,  It  is  a  source  of  great  pride  to  the  Institute  to  be  so 
well  and  so  worthily  represented;   therefore  be  it 

Resolved,  That  we  renew  our  pledge  of  support  and  our  tender  of 
services  to  the  government  in  the  present  great  world-crisis;  that  we 
express  our  appreciation  and  pride  in  the  patriotic  services  of  those  of 
our  members  engaged  in  military  or  naval  service;  that  the  Secretary 
shall  enter  on  the  records  of  the  Institute  a  roll,  setting  forth  the  names 
and  services  of  each  Fellow  and  Associate  of  the  Institute  now  or  here- 
after engaged  in  miUtary  or  naval  service  in  the  present  war;  and  that 
at  the  conclusion  of  the  war  said  roll  or  roster  be  placed  in  some  perma- 
nent form  and  hung  or  mounted  in  the  Library  of  the  Institute;  and 
be  it  further 

Resolved,  That  the  Secretary  send  to  each  of  the  members  of  the 
Institute  now  in  service  greetings  from  the  Tenth  Annual  Meeting  of 
the  Institute,  with  expressions  of  our  affectionate  regard  and  our  great 
pride  in  their  devoted  services. 

The  motion  to  adopt  was  seconded  and  carried  by  a  unanimous 
standing  vote. 

It  was  also  announced  that  stars  for  Fellow  George  B.  Pattison 
and  Associate  Grady  Hipp  would  probably  soon  have  to  be  added 
to  the  flag.  It  was  further  announced  that  Elder  A.  Porter,  a 
student  who  had  passed  one  examination,  was  also  in  the  service. 

It  was  urged  that  the  Secretary  be  promptly  notified  when  any 
member  of  the  Institute  or  student  preparing  himself  for  member- 
ship entered  the  service. 

The  Institute  then  took  up  the  discussion  under  subject  No.  6 
on  the  program  as  printed,  and  at  5 :  10  p.m.  the  Institute  adjourned 
to  meet  at  10:30  a.m.  Friday,  June  7. 

On  reconvening,  the  Institute  immediately  proceeded  with 
the  discussion  of  the  first  subject  submitted  for  informal  discussion, 
and  continued  same  until  11:30  a.m.,  for  which  hour  the  election 
of  officers  had  been  made  a  special  order  of  business. 

As  the  result  of  the  election,  the  following  were  declared 
duly  elected:  president,  Charles  H.  Beckett;  vice-president 
George  Graham;  secretary,  Carroll  B.  Carr;  treasurer,  Bert  J. 
Stookey;  board  of  governors,  term  ending  1921,  Franklin  B.  Mead, 
James  Fairlie;  term  ending  1920  (to  fill  vacancy),  R.  Montague 
Webb;  after  wdiich  the  Institute  took  a  recess  until  2:00  p.m. 
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The  Institute  reconvened  at  2:10  p.m.  with  President  Beckett 
in  the  chair  and  immediately  proceeded  to  the  discussion  of 
subjects  on  the  program  for  informal  discussion. 

After  this  discussion  had  been  completed,  the  President 
reported  to  the  Institute  that  at  a  meeting  of  the  Board  of  Gover- 
nors immediately  following  the  morning  session,  Ur.  Donald  F. 
Campbell  was  re-elected  Editor  of  The  Record  and  Edwin  R.  Carter 
re-elected  Librarian.  Upon  motion  of  Dr.  Glover  the  action  of 
the  Board  of  Governors  in  electing  these  officers  was  unanimously 
confirmed.  After  some  discussion  of  the  excellent  work  per- 
formed by  the  Librarian  and  Editor  and  the  adoption  of  a  resolu- 
tion of  thanks  to  the  Committee  on  Arrangements  for  the  very 
pleasant  entertainment  furnished,  upon  motion  the  Institute 
adjourned  sine  die. 
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REPORT  OF  LIBRARIAN,  JUNE  6,  1918 

In  May,  1918,  Dr.  William  A.  Fricke  presented  to  the  Library 
about  fifty  volumes  from  his  private  collection.  Among  them  are 
the  following  which  were  not  previously  in  the  Library : 

Malingering  and  Feigned  Sickness,  by  Sir  John  Collie. 

Malingering  and  Its  Detection,  by  A.  McKendrick. 

Diseases  of  Occupation,  by  Thomas  Oliver. 

Modified  Premiums  and  Costs,  by  S.  H.  Wolfe. 

Net  Rates  on  Preliminary  Term  Reserves,  by  W.  S.  Tapper. 

The  Mortality  oj  Alcohol,  by  E.  B.  Phelps. 

REPORTS  AND  INVESTIGATIONS 

New  York,  1877  and  1905-6. 

New  Jersey,  1906-7. 

Iowa,  1907. 

Ohio  Report  on  Tontine  Insurance,  1885. 

Indiana,  1906. 

Wisconsin,  1905-6. 

Message  of  the  President  and  Report  of  the  Employers'  Lia- 
bility and  Workmen's  Compensation  Commission. 

During  the  year  87  books  were  withdrawn  from  the  Library, 
of  which  44  were  sent  to  members  outside  of  Chicago,  and  43  were 
withdrawn  by  members  living  in  Chicago. 
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REPORT  OF  THE  TREASURER  OF  THE  AMERICAN 

INSTITUTE  OF  ACTUARIES  FOR  THE 

YEAR  1917-18 


$  309-77 
1,733.42 


Balance  on  hand,  June  i,  191 7 

Receipts:  June  i,  1917,  to  May  31,  1918 

$2,043  ■  19 
Disbursements:  June  i,  1917,  to  May  31,  1918 i.ygi.go 


Balance,  May  31,  1918 $    251.29 


Dues 
Records 

Examinations  . 
Interest  from  bank 

Total 


$1,505.00 

202.00 

25.00 

1.42 

$1,733.42 


DISBURSEMENTS 

Postage S      86.72 

Printing 1,193.40 

Library 51.26 

Entertainment                 .        .        .  73.65 

Exchange 8.35 

Fees  conducting  examinations       .  10.00 

Index  for  Record      .        .        .        .  10.00 

Stenographic  reports       .        .        .  237.25 

Express 3 .  50 

Refund  on  dues  and  Records         .  20.  50 
Traveling  expenses  of  board  mem- 
bers      97 .27 

Total $1,701.00 


The  Auditing  Committee  reported  that  the  above  figures  were 
correct . — Editor  . 
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EXAMINATION   FOR   ADMISSION   TO   THE    CLASS   OF 
ASSOCIATE,  HELD  APRIL,  1918 

SECTION  A.    FIRST  PAPER 

1.  Factor: 

a)  2cd-\-h^  —  c'^  —  2ab—(P-\-a^ 

b)  /^x^-\-i6ax—i2a^ 

2.  A  and  B  can  perform  a  piece  of  work  in  8  days;  A  and  C 
can  do  it  in  9  days;  and  B  and  C  in  10  days.  In  how  many  days 
can  each  do  the  same  work  alone  ? 


Solve:  \\ — Vx=r  i+x 


4.  Solve: 


x—i     4— X     x—2     3— X 

5.  Solve:  i/x  —i/y  =5 

iA-^+i//  =  233 

6.  Prove  that  the  middle  point  of  the  hypotenuse  of  a  right 
triangle  is  equidistant  from  the  three  vertices. 

7.  Prove  that  the  radius  of  a  circle  circumscribed  about  an 
equilateral  triangle  is  equal  to  two-thirds  the  altitude  of  the  tri- 
angle. 

8.  Prove  that  the  bisector  of  the  vertical  angle  of  a  triangle 
divides  the  base  into  segments  proportional  to  the  adjacent  sides. 

9.  Prove  that  the  perpendiculars  from  the  vertices  of  a  triangle 
upon  the  opposite  sides  meet  in  a  point. 

ID.  Prove  that  the  square  of  the  hypotenuse  of  a  right-angled 
triangle  is  equal  to  the  sum  of  the  squares  of  the  base  and  per- 
pendicular. 

SECTION  A.     SECOND  PAPER 

I.  By  the  method  of  mathematical  induction  prove  the  Bino- 
mial Theorem  for  positive  integral  exponents. 
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2.  a)  What  is  meant  by  convergent  and  divergent  series? 
b)  Test  for  convergence  and  divergence: 

'  +  '-+  '  +  '  + 

1.2     2.3     3.4    4.5 

3.  Resolve ,  ^  ,  into  partial  fractions. 

I  — 5.v+6x^  ^ 

4.  Find  the  sum  of  n  terms  of  the  series 

T  T  T 

-f- 


1.2.3,4     2.3.4.5     3.4  5  6 

5.  Prove  that  any  rational  root  of  the  equation 

x"^-p,x"-'+p,  x"-'+  .  .  .  +A,=o, 
where  />,,  p,,  p„  arc  integers,  is  an  integer  and  an  exact  divisor  of  />„. 

6.  Find  a  positive  root  of  .r-^+2.v^  — 3.V  — g  =  o  correct  to  two 
decimal  places. 

7.  From  7  Englishmen  and  4  Americans  a  committee  of  6  is 
to  be  formed.  In  how  many  ways  can  this  be  done:  (a)  when  the 
committee  contains  exactly  2  Americans  ?  (b)  at  least  2  Americans  ? 

8.  In  a  certain  game  A's  skill  is  to  B's  as  3  to  2.  Find  the 
chance  of  A  winning  3  games  out  of  5;  at  least  3  games  out  of  5. 

9.  Give  what  information  you  can  about  the  nature  of  the  roots 
of  the  following  equations: 

(1)  3.V+.T-+2=0 

(2)  X5+3.V-'  — 2.v^  — 4:t^+x-— 2=0 

10.  According  to  the  American  Experience  Table  of  Mortality, 
out  of  89,032  persons  living  at  the  age  of  25  years  26,237  will  be 
living  at  the  age  of  75.  A  husband  and  wife  are  each  25  years  of 
age  at  marriage;  what  is  the  probability  that  they  will  live  to 
celebrate  their  golden  wedding  ?  What  is  the  probability  that  at 
least  one  of  them  will  be  living  50  years  after  their  marriage  ? 

SECTION  A.    THIRD  PAPER 

1.  State  and  prove  the  Law  of  Sines. 

_.  sin  T.  A     cos  s  A 

2.  Prove  — ^~ ^=2 

sm  A        cos  A 
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3.  Solve:  2  sin  0  sin  3^  — sin-  2^  =  0 

4.  Find  the  equation  of  the  straight  Hne  through  the  points 
c-i,  5)  and  (6,  o) 

5.  Find  the  angle  which  the  line  5X— 3)'=io  makes  with  the 
line  .v+2y  =  7. 

6.  Write  the  equations  of  the  lines  through  (3,  4)  which  are 
respectively  parallel  and  perpendicular  to  the  line  3X— 5v=io. 

7.  Find  the  distance  of  the  point  (3,  5)  from  the  line 

2-v— 33'+6=o. 

8.  Obtain  the  equations  of  the  tangent  and  normal  to  the  circle 

•v'+/  =  25  at  (3,  4). 

9.  Define  a  conic  and  derive  the  general  equation  of  a  conic. 

10.  What  is  the  equation  of  the  parabola  which  has  its  vertex 
at  tke  origin  and  passes  through  the  points  (3,  —4)  and  (—3,  —  4)  ? 

SECTION  A.     FOURTH  PAPER 

1.  Define    the    terms    "calculus    of    finite    differences''    and 
''differential  calculus." 

2.  If  Ux  be  a  rational  integral  function  of  .v  of  the  nth  degree, 
then  the  wth  difference  is  constant. 

3.  Express  %+«  in  terms  of  Ux  and  its  successive  differences. 

4.  Express   A  log  Ux  in   terms   of   the   function   and  its  first 
difference. 

5.  Give  the  geometrical  meaning  of: 

<i>{x-\rh)-^x 
h  =  o  h 

6.  Give  the  geometrical  meaning  of: 

a+rk=b-h 

2    4>{a+rh)-h, 

a-\-rh  =  a 

and  write  the  usual  form  which  it  takes  when  h  is  diminished 
indefinitely. 

dv 

7.  Find  -~  of  the  form  «%  where  both  ti  and  v  are  functions  of  x. 


igiS]        Questions  for  Examination  in  April,  igi8  145 

8.  The  equation  of  a  curve  is  a'=/(.v).     Give  the  equation  of 
the  tangent  and  the  normal  at  the  point  {x,  y). 

9.  Explain  the  meaning  of  the  sign  +  or  —  of  a  differential 
coefl5cient. 

10.  Find  the 


SECTION  B.    FIRST  PAPER 

1.  Define  "accounts  payable,"  "bills  payable,"  "draft," 
^'cashier's  check,"  and  "balance  sheet." 

2.  You  hold  a  mortgage  which  is  not  due  for  several  years. 
Interest  is  due  every  half-year.  One  month  has  elapsed  since  the 
last  maturity  of,  and  collection  of,  interest.  Wishing  to  bring 
your  accounts  down  to  date,  how  will  you  represent  the  fact  that 
this  one  month's  interest  has  been  earned  ? 

3.  Explain  fully  the  "inventory"  and  "by  derivation" 
methods  of  constructing  the  balance  sheet. 

4.  The  accounts  with  the  company's  agents  are  kept  in  an 
agents'  ledger.     Explain  how  the  entries  occur  in  the  trial  balance. 

5.  A  policy  contains  a  provision  that  the  insured  may  retain 
25  per  cent  of  the  annual  premium  of  $40.00  as  a  loan  against  the 
policy,  and  that  such  amounts  retained  bear  interest  at  3  per  cent 
per  annum  in  advance,  which  shall  also  be  an  indebtedness  against 
the  policy.  Show  fully  the  entries  concerning  the  fifth  annual 
premium. 

6.  Develop  the  value  5_   in  terms  of  the  nominal  rate  of  inter- 

H 

est  j. 

7.  Develop  the  value  of  a_    in  terms  of  the  nominal  rate  of 

n\ 

interest  j. 

8.  The  revenue  account  of  a  company  shows  that  the  funds 
increased  from  A  at  the  beginning  of  the  year  to  B  at  the  end 
of  the  year,  and  that   the  net  interest  earnings  were  /.     Find 
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approximately   the   efifective   rate    of   interest  and    the  force  of 
interest  earned  on  the  funds  in  the  year. 

I  ^"  I 

9.  Show  that ,  — ^  ,  and  -^—d  are  algebraically  iden- 

Sn+ii    I     a»|  a«| 

tical.     State  what  they  individually  represent  and  give  verbal  in- 
terpretation. 

10.  Explain  the  application  of  the  continued  process  to  the 
tabulation  of  the  values  a^j. 


SECTION  B.     SECOND  PAPER 

1.  Give  in  symbols  the  probability  that  of  two  lives  (x)  and  (y), 

a)  Both  will  survive  n  years, 

b)  At  least  one  will  survive  n  years, 

c)  Exactly  one  will  survive  n  years, 

d)  Both  will  die  in  the  nth  year  from  the  present  time. 

2.  Define: 

a)  "Complete  expectation  of  life," 

b)  "Curtate  expectation  of  life," 

c)  "Central  death  rate," 

d)  "Force  of  mortality," 

e)  "Most  probable  Hfetime." 

3.  The  probability  that  (.v),  (y),  and  (s)  will  all  die  within  a 
year  is  .00000076,  and  the  probability  that  (x)  and  (y)  will  die 
and  (z)  be  alive  at  the  end  of  the  year  is  .000065.  What  is  the 
probabiHty  that  at  least  one  of  the  two  lives  (x)  and  (y)  will  sur- 
vive the  year  ? 

4.  In  a  certain  mortality  table  the  number  living  at  age  35  is 
81,822.  The  probabihty  that  one  and  only  one  of  two  lives,  now 
aged  35  and  45,  respectively,  will  survive  10  years  is  .  19882;  the 
probability  that  the  latter  will  survive  10  years  and  the  former 
will  not  is  .08137.     Find  the  number  living  at  age  55. 

5.  Give  in  commutation  symbols  the  formula  for  an  increasing 
temporary  insurance  of  $1.00  first  year,  $2.00  second  year,  etc., 
to  $20.00  in  the  twentieth  year,  at  the  end  of  which  year  all 
insurance  ceases.     Derive  your  formula. 
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6.  State  Makeham's  Law.  What  is  the  advantage  of  having 
a  Makehamized  mortality  table  for  joint-life  calculations  ?  Dem- 
onstrate this  advantage  mathematically. 

7.  Give  formulae  for  first-year  and  renewal  premiums,  Illinois 
Standard: 

a)  Ordinary  life, 
h)  Twenty-payment  life, 
c)   Fifteen-year  endowment. 
How  does  the  Ohio  Standard  differ  from  the  Illinois  ? 

8.  A  company  doing  business  on  a  3^  per  cent  interest  basis 
writes  a  contract  which  provides  that  upon  the  death  of  the 
insured  the  company  will  pay  to  the  beneficiary  an  annual  income 
equal  to  6  per  cent  of  the  face  of  the  policy,  first  payment  immedi- 
ate, and  at  the  death  of  the  beneficiary  the  face  of  the  policy  shall 
be  paid  to  the  beneficiary's  estate.  Give  the  formula  for  the  cal- 
culation of  the  net  annual  premium  for  such  a  contract. 

9.  Give  the  formula  for  the  net  annual  premium  for  ordinary 
whole  life  insurance  in  terms  of  iV,  D,  and  the  rate  of  discount. 

10.  Show  that  Axir='^  —  d{j  —  axtr:^),  and  give  a  verbal  in- 
terpretation of  it. 

SECTION  B.    THIRD  PAPER 

1.  What  investigations  would  you  make  in  the  selection  of  a 
mortality  table  for  computing: 

a)  Annuities? 
li)  Insurance? 

2.  Outline  your  suggestions  to  an  inquiry  from  the  federal 
government  for  advice  as  to  the  number  at  draft  ages  21  to  3 1  and 
the  quota  required  from  each  state. 

3.  Given  equidistant  values 

Wi  =  4i.46  Ms=  14.34 

^2=34.34  M6=   9  18 

^3=27. 61  •                  u^=   5.51 
find  M4. 

4.  Develop  the  force  of  mortaUty  in  terms  of  the  differential 
coefficient  of  Ix  with  respect  to  x. 
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5.  Applying  the  differential  and  integral  calculus  develop  the 
value  of  dx. 

6.  Develop 

ddx     w-  -      X 

7.  If  the  amount  of  i  in  /  years  can  be  represented  by  a  con- 
tinuous function  of  /  for  all  values  of  t  within  given  limits,  show 
that  the  force  of  interest  operating  at  any  time  /  within  these 
limits  is  equal  to  the  differential  coefficient  of  the  Naperian  loga- 
rithm of  the  function. 

8.  If  the  force  of  interest  operating  at  any  time  t  within  given 
limits  can  be  represented  by  a  continuous  function  of  /,  5/,  find  the 
amount  of  a  unit  in  any  time  /  within  the  given  limits. 

9.  Find  the  value  of  an  insurance  payable  at  the  moment  of 
death  (Ax),  by  the  differential  calculus. 

SECTION  B.     FOURTH  PAPER 

1.  Describe  fully  a  ''self -checking"  method  for  constructing  a 
table  of  Dx  without  the  use  of  a  calculating  machine.  ,  If  your 
method  involves  the  use  of  a  function  not  usually  given  in  mor- 
tality or  life  tables,  state  how  such  function  would  be  obtained 
by  you. 

2.  Give  a  full  description  of  a  method  of  calculating  the  ter- 
minal reserves  on  an  ordinary  hfe  policy,  the  only  available 
material  derived  from  the  mortahty  table  being  a  table  of  life 
annuities.  The  method  described  should  permit  of  periodical  veri- 
fication of  the  values  obtained.  State  in  brief  the  method  of 
verification  you  would  use. 

3.  Outline  a  method  for  calculating  a  table  of  terminal  reserves 
on  a  policy  under  which  the  amount  of  insurance  varies  from  3'ear 
to  year,  and  on  which  the  net  premium  also  varies. 

4.  Obtain  a  formula  which  expresses  the  mid-year  value  of  a 
single  premium  life  annuity  payable  annually.  If  you  would  not 
use  values  as  produced  in  practice,  state  what  values  you  would 
use,  and  why. 

5.  What  do  you  understand  by  the  group  system  of  valuation 
as  practiced  in  this  country?     Is  there  any  difference  between 
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such  system  and  the  group  system  as  used  in  Great  Britain  ?     If 
there  is,  state  it. 

6.  Describe  the  Karup  method  of  valuing  insurances. 

7.  Under  what  circumstances  do  the  prospective  and  retro- 
spective methods  of  valuation  give  the  same  results  ? 

8.  a)  Obtain  a  formula  expressing  the  relationship  between  the 

terminal  reserves  of  two  consecutive  years. 
b)  Interpret  verbally  the  following  equations: 


(l)    nF,=  I- 


!  +  «(+„ 


(2)  „F,=  i-(P+^)(i+a,+„) 

9.  Explain  the  hypothetical  method  of  valuation.  Obtain 
expressions  which  show  the  relationship  between  reserves  calcu- 
lated on  the  net  premium  basis  and  on  the  hypothetical  basis. 

10.  Prove  that  the  effect  of  an  increase  in  the  rate  of  interest 
is  to  reduce  policy  values. 


EXAMINATION  FOR  ADMISSION  TO  THE  CLASS  OF 

FELLOW 

SECTION  A.    FIRST  PAPER 

1.  A  company's  officer  in  charge  of  the  agents  insists  that  the 
company  should  write  insurance  upon  substandard  Hves;  a  reso- 
lution to  do  so  has  been  passed,  and  it  provides  that  the  method 
in  all  matters  pertaining  thereto  is  to  be  according  to  your 
recommendations.     Prepare  a  resume  of  what  you  recommended. 

2.  Name  the  physical  or  occupational  conditions  which  would 
warrant  the 

a)  Addition  of  a  level  extra  premium, 
h)  The  use  of  a  table  showing  extra  mortality, 
c)   The  use  of  a  decreasing  lien, 
in  cases  of  approving  insurance  upon  substandard  risks. 

3.  Write  down  and  define  ten  symbols  of  the  disability  notation 
adopted  by  the  Actuarial  Society  of  America. 


150  Questions  for  Examination  in  April,  igi8        [June 

4.  What  fundamental  data  would  you  use  for  calculating  rates 
for  disability  benefits  in  life  insurance  contracts  ? 

5.  Give,  in  commutation  symbols,  the  formulae  for  calculation 
of  the  extra  net  annual  premium  to  provide  for  "waiver  of  pre- 
mium" benefit,  in  event  of  disability  prior  to  age  60,  in  connection 
with  the  following:  (a)  ordinary  whole  life,  {b)  twenty-payment 
life,  (c)  twenty-year  endowment. 

6.  How  would  you  proceed  to  calculate  the  disability  reserves 
on  active  lives?  Give  formula.  What  reserve  liability  would 
you  carry  on  disabled  lives  if  your  policy  provides  for  waiver  of 
premium  on  disablement  ? 

7.  Give  a  short  description  of  graduation  by  King's  osculatory 
method  of  interpolation. 

8.  Describe  the  methods  used  in  constructing  and  graduating 
the  W"''^  mortality  table. 

9.  A  number  of  companies  desire  to  combine  their  mortality 
experience  in  the  form  of  a  select  table.  Describe  methods  for 
recording  and  tabulating  the  data  in  order  to  obtain  the  ungradu- 
ated  values  required. 

10.  Tell  what  you  know  concerning  investigations  of  the 
annuity  experience  of  American  companies. 

SECTION  A.     SECOND  PAPER 

1.  Give  a  minute  outline  of  computations  which  you  must 
make  after  the  present  war  has  ceased,  if  the  war  clause  of  the 
policy  states  that,  if  the  aggregate  mortality  experienced  by  the 
company  upon  the  lives  engaged  in  military  or  naval  service  be 
less  than  that  provided  by  the  premiums  received  over  the  period 
of  the  war,  an  equitable  distribution  of  the  difference  will  be  made 
to  the  insured  surviving  the  war.  An  extra  premium  has  been 
charged  for  the  permit  for  service. 

2.  Develop 

a)  Wright's  accumulation  formula, 

b)  Fackler's  accumulation  formula. 

3.  On  the  basis  of  equity  to  both  the  insured  and  the  company, 
give  a  schedule  to  be  sent  the  insured  who  requests  a  surrender 
of  his  policy,  subject  to  the  following  data :  The  policy  bears  date 
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of  September  i,  1910,  and  eight  years'  premiums  have  been  paid. 
The  surrender  is  to  be  as  of  April  i,  1918.  Assume  such  other 
data  as  necessary  in  order  to  make  a  concrete  example. 

4.  A  company  files  a  policy  form  with  a  state  insurance  depart- 
ment. The  policy  is  on  a  term  plan  which  provides  that  it  may 
be  converted  to  any  other  plan  on  the  basis  of  the  difference  in 
reserve.  The  commissioner  refuses  approval.  Write  two  letters — 
one  from  the  commissioner  and  one  from  the  company  answering 
the  commissioner  and  giving  the  company's  objection  to  the  dis- 
approval. 

5.  State  Sprague's  formula  for  non-participating  gross  pre- 
mium.    State  the  principles  underlying  the  formula. 

6.  The  management  of  a  company  desires  to  issue  a  form  of 
policy  which,  however,  results  in  negative  reserves  during  the 
earlier  years.  How  would  you  overcome  this  obstacle  to  sound 
underwriting  in  an  attempt  to  make  possible  and  proper  the  plan 
of  the  management  ? 

7.  Given  the  American  Experience  Table  of  MortaUty,  with 
3^  per  cent  interest,  as  the  basis  for  a  legal  standard  of  solvency, 
how  would  you  determine  the  non-participating  and  participating 
gross  premiums  to  be  charged  by  a  new  company  ?  Give  clear 
explanation  of  the  steps  taken  and  reasons  therefor. 

8.  How  are  the  values  of  the  various  classes  of  assets  owned 
by  life  insurance  companies  usually  determined  in  preparing  the 
annual  statement  ?  If  the  basis  you  mention  for  a  particular  class 
of  asset  is  inappropriate,  in  your  opinion,  state  your  objections  to 
it  and  your  reasons.     Also  give  a  better  method. 

9.  A  company  owns  an  office  building,  the  ground  under  which 
has  been  leased  at  a  fixed  annual  rental  for  a  term  of  forty-nine 
years.  What  factors  should  be  considered  in  fixing  the  value  of 
the  property  ? 

10.  What  is  the  rule  in  the  state  of  lUinois,  or  in  your  own 
state,  for  the  valuation  of  industrial  insurances?  How  do  the 
reserves  so  produced  compare  with  those  resulting  from  the  use 
of  the  New  York  Standard  ?  If  the  rule  you  describe  is  the  same 
as  the  New  York  rule,  compare  its  results  with  those  produced  by 
the  Massachusetts  method. 
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SFXTION  B.     FIRST  PAPER 

1.  State  the  trend  of  values  of  high-grade  bonds  during  the  past 
year.  Give  your  opinion  as  to  the  causes  underlying  the  change. 
What  will  be  its  effect  upon  future  earnings  ? 

2.  Discuss  the  merits  of  the  following  classes  of  investments 
for  life  insurance  companies: 

a)  Bonds  of  steam  railroads, 

b)  Bonds  of  gas  companies, 

c)  Collateral  loans, 

d)  Bank  stocks. 

3.  What  points  would  you  consider  in  acting  upon  an  applica- 
tion for  a  loan  to  be  secured  by  a  mortgage  upon  a  farm  ? 

4.  What  are  the  factors  entering  into  the  rate  of  exchange 
between  two  countries?  What  was  the  tendency  of  the  rate  of 
exchange  between  Great  Britain  and  this  country  during  the  war 
prior  to  our  entry  therein  and  the  cause  thereof  ?  What  were  the 
steps  taken  to  counteract  such  tendency  ? 

5.  Compare  the  advantages  of  financing  a  war  by  means  of: 

a)  Special  war  taxes, 

b)  Bonds, 

c)  Legal  tender  notes. 

6.  What  are  the  main  features  of  the  United  States  national 
bank  system  ? 

7.  Is  it  necessary  that  the  beneficiary  under  a  life  policy  have 
an  insurable  interest  in  the  life  of  the  insured  ?     Give  reasons. 

8.  A  policy  contains  the  usual  provision  that  it  must  be 
delivered  and  the  first  premium  paid  in  cash  before  it  goes  into 
effect.  In  accordance  with  a  general  custom,  countenanced  by 
the  company,  the  insured  gives  the  agent  his  note  for  the  premium 
and  the  agent  settles  with  the  company.  The  note  is  not  paid 
when  due  and  the  insured  dies  without  having  paid  it.  Discuss 
the  beneficiary's  rights,  if  any.- 

9.  How  have  the  provisions  of  the  Common  Law  with  reference 
to  recommendations  and  warranties  been  affected  by  statutes? 
What  is  the  apparent  intention  of  these  statutes  ? 

10.  In  the  interrogatories  following  the  Gain  and  Loss  exhibit 
there  is  the  following  language:    ''Give  the  expected  death  losses 


1918]        Questions  for  Examination  in  April,  igi8  153 

during  191 7  on  all  policies  issued  during  said  year  per  mortality 
tables  used  by  the  company  in  computing  its  premiums."  What 
comments  have  you  to  make  in  regard  to  it,  in  conjunction  with 
the  use  made  of  it  ? 

11.  Develop  the  formula  which  you  use  for  calculating  the 
interest  to  maintain  the  reserve  and  specify  the  items  in  the  191 7 
Convention  blank  which  must  be  considered  in  the  calculation. 

12.  If  an  investment  made  by  the  company  has  been  paying 
interest  but  later  interest  income  ceases,  and  indications  are  that 
a  considerable  loss  will  be  incurred,  would  you  instruct  your 
accounting  department  to  accrue  interest  that  it  may  be  included 
in  the  financial  statement  ?     Give  full  reasons  for  your  answer. 

SECTION  B      SECOND  PAPER 

1 .  A  large  pension  system  was  established  twenty-five  years  ago 
and  was  based  on  the  then  salary  without  taking  into  consideration 
any  assumed  increases  except  for  those  serving  their  apprentice- 
ship. With  the  present  changed  economic  conditions  the  corpora- 
tion desires  to  readjust  this  system.  Give  an  outline  of  what  you 
had  to  consider  in  making  your  report  and  in  drawing  your  con- 
clusions. 

2.  In  preparing  two  pension  systems,  one  for  employees  in  a 
powder  factory  plant  and  the  other  for  employees  in  a  glass- 
manufacturing  plant,  wherein  would  lie  the  difference  of  treatment  ? 

3.  Draft  a  provision  for  a  life  policy  for  the  purpose  of  pre- 
venting anything  being  considered  a  part  thereof,  which  is  not 
included  therein  at  time  of  issue. 

4.  A  small  company  occasionally  issues  a  continuous-instalment 
policy.  It  would  not  pay  to  have  printed  special  forms  for  the 
purpose  and  it  is  therefore  desired  to  use  the  standard  forms. 
What  changes  would  be  necessary  and  how  could  they  best  be 
made? 

5.  Draft  a  military  and  naval  service  clause  to  be  included  in 
a  life  policy. 

6.  Draft  a  double  indemnity  clause  to  be  included  in  a  life 
policy. 
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7.  Draft  a  consideration  clause  for  a  twenty-payment  life 
policy  on  which  the  annual  premium  is  to  be  reduced  every  year 
by  stated  amounts. 

8.  Give  a  brief  account  of  the  early  history  of  life  insurance  in 
Great  Britain  with  particular  reference  to  mortality  tables  used. 

9.  Give  a  short  account  of  the  development  in  the  United 
States  of  nonforfeiture  laws. 

10.  What  information,  in  your  opinion,  is  necessary  to  enable 
premiums  for  workmen's  compensation  insured  to  be  scientifically 
construct-ed  ?  Given  this  information,  outline  a  formula  for  the 
calculation  of  premiums. 

11.  Obtain  an  expression  for  the  net  annual  premium  on  a 
sickness  poUcy  whose  cancellation  clause  takes  effect  only  after 
the  insured  attains  the  age  of  65  years. 
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CONSTITUTION 

NAME 

Article  I.  This  organization  shall  be  called  "American  Insti- 
tute OF  Actuaries." 

OBJECT 

Art.  II.  The  object  of  the  American  Institute  of  Actuaries 
is  to  advance  the  Science  of  Insurance  Mathematics  and  the 
knowledge  of  the  theory  and  practice  of  Life  Insurance  and  related 
interests  by  associating  together  persons  of  like  interests. 

membership 

Art.  III.  The  membership  of  the  Institute  shall  be  composed 
of  three  classes,  Fellows,  Associates,  and  Contributing  Members. 

officers 

Art.  IV.  The  Officers  shall  consist  of  a  President,  a  Vice- 
President,  a  Secretary,  a  Treasurer,  a  Librarian,  and  an  Editor 
of  The  Record. 

GOVERNORS 

Art.  V.  The  Board  of  Governors  shall  consist  of  the  Officers, 
the  ex-Presidents,  if  Fellows,  and  six  other  Fellows. 

DUTIES   OF   officers   AND   GOVERNORS 

Art.  VI.  The  duties  of  the  officers  shall  be  such  as  usually 
appertain  to  their  respective  offices  or  as  may  be  prescribed  from 
time  to  time  by  the  Board  of  Governors.  The  duties  of  the  Board 
of  Governors  shall  be  in  general  to  manage  the  afifairs  of  the 
Institute.  It  shall  have  the  power,  if  the  Institute  be  not  then 
in  session  in  annual  meeting,  to  fill  all  vacancies  occasioned  by 
death  or  resignation  of  Officers  or  Governors,  such  appointees 
to  serve  until  the  next  annual  meeting  of  the  Institute  and  until 
their  successors  be  elected.  Appropriate  subcommittees  may  be 
appointed  by  the  Board  of  Governors  for  such  matters  as  from 
time  to  time  may  be  found  desirable. 
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ELECTION    OF    OFFICERS   AND   GOVERNORS 

Art.  VII.  The  President,  Vice-President,  Secretary,  and 
Treasurer  shall  be  elected  at  each  annual  meeting  to  serve  until 
their  successors  be  elected.  The  President  and  Vice-President 
shall  not  be  eligible  for  election  to  the  same  office  at  three  suc- 
cessive annual  meetings.  The  Librarian  and  the  Editor  of  The 
Record  shall  be  elected  by  the  Board  of  Governors,  subject  to 
confirmation  by  the  Institute  at  each  annual  meeting,  and  shall 
serve  until  their  successors  be  elected.  At  each  annual  meeting 
two  Governors  shall  be  elected  to  serve  until  the  third  succeeding 
annual  meeting  and  until  their  successors  be  elected.  They  shall 
not  be  eligible  for  election  to  succeed  themselves  at  the  same 
meeting  at  which  their  terms  expire.  Any  vacancies  existing  on 
the  Board  shall  be  filled  by  election  at  each  annual  meeting,  the 
Fellow  so  elected  to  serve  during  the  unexpired  term  of  his  prede- 
cessor.    All  elections  shall  be  by  ballot. 

MEETINGS 

Art.  VIII.  The  annual  meeting  of  the  Institute  shall  be  held 
between  the  fifteenth  day  of  May  and  the  fifteenth  day  of  June  in 
each  year  on  a  date  and  at  a  place  to  be  designated  by  the  Board  of 
Governors.  Forty  days'  notice  of  the  time  and  place  of  meeting 
shall  be  given  the  membership  by  the  Secretary.  Other  meetings 
may  be  called  by  the  Board  of  Governors  or  shall  be  called  by  the 
President  upon  the  request  in  writing  of  not  less  than  ten  Fellows 
and  not  less  than  twenty  days'  notice  shall  be  given  of  such  meeting. 

ASSOCIATES 

Art.  IX.  Anyone  at  least  twenty-one  years  of  age  pursuing 
actuarial  studies  and  looking  forward  to  a  future  Fellowship  may 
be  enrolled  as  an  Associate  under  the  following  conditions:  that 
he  shall  be  nominated  by  at  least  two  Fellows  of  the  Institute; 
that  a  confidential  notice  of  such  nomination  shall  be  given  by 
the  Secretary  to  each  Fellow  of  the  Institute;  that  this  nomination 
shall  be  approved  by  the  Board  of  Governors  not  less  than  twenty 
days  after  such  notification  of  nomination  has  been  given;  that 
he  shall  pay  such  examination  fee  and  pass  such  preliminary  exam- 
ination as  shall  be  prescribed  by  the  Board  of  Governors.     If  the 


19 18]  Constitution  157 

Board  of  Governors  finds  that  a  candidate  has  passed  an  equivalent 
examination  required  by  another  recognized  society  of  actuaries, 
or  has  had  such  practical  experience  as  in  its  opinion  renders  him 
qualified  for  Associateship,  it  may  waive  the  examination  herein 
required.  An  Associate  shall  be  entitled  to  all  the  privileges  of 
the  Institute  except  those  of  voting  and  holding  office. 

ADMISSION   TO   FELLOWSHIP 

Art.  X.  Any  Associate  whose  application  shall  be  approved 
by  the  Board  of  Governors  may  become  a  Fellow  if  at  least  twenty- 
five  years  of  age  under  the  following  conditions:  Every  member 
of  the  Board  of  Governors  shall  have  confidential  notice  of  the 
application  at  least  twenty  days  prior  to  the  meeting  at  which  it 
shall  be  acted  upon,  and  the  applicant  shall  pay  such  fee  and  pass 
such  final  examination  as  shall  be  prescribed  by  the  Board  of 
Governors.  Otherwise  no  one  shall  be  admitted  as  a  Fellow  unless 
recommended  by  a  duly  called  meeting  of  the  Board  of  Governors 
followed  by  a  ballot  of  the  Institute  either  in  person  or  by  mail. 
Confidential  notice  of  such  recommendation  shall  be  mailed  by 
the  Secretary  to  every  Fellow,  and  after  twenty  days,  if  not  more 
than  four  negative  votes  and  affirmative  votes  of  not  less  than  half 
the  total  number  of  Fellows  have  been  cast,  the  applicant  shall 
become  a  Fellow. 

CONTRIBUTING   MEMBERS 

Art.  XL  Contributing  Members  shall  be  legal  reserve  Life 
Insurance  Companies  applying  for  such  membership  and  elected 
thereto  by  a  majority  vote  of  the  Board  of  Governors.  Contribut- 
ing Members  shall  have  the  use  jointly  with  other  Members  of 
the  Library  under  the  rules  of  the  Institute  governing  the  same. 
Any  person  nominated  by  a  Contributing  Member  shall  have  the 
privileges  of  Associates  at  any  of  the  annual  or  special  meetings  of 
the  Institute  except  during  executive  sessions. 

QUORUM 

Art.  XII.  Four  members  of  the  Board  of  Governors  shall  con- 
stitute a  quorum;  at  any  duly  called  meeting  of  the  Institute 
fifteen  Fellows  shall  constitute  a  quorum. 
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EXPULSION   OR   SUSPENSION   OF   MEMBERS 

Art.  XIII.  The  Board  of  Governors  shall  receive  and  hear  all 
complaints  preferred  by  any  Fellow  of  this  Institute  against  any 
other  Fellow  or  Associate  for  misconduct  in  his  relations  to  the 
Institute,  or  in  his  profession,  or  the  practice  thereof,  or  affecting 
the  interests  of  the  actuarial  profession,  provided  such  complaints 
shall  be  in  writing  plainly  and  specifically  stating  the  matter  com- 
plained of,  and  subscribed  by  the  complainant. 

The  proceedings  of  the  Board  of  Governors  upon  such  com- 
plaint shall  be  deemed  confidential  and  kept  secret  except  so  far  as 
written  or  printed  reports  of  the  same  shall  be  necessarily  and 
officially  made  in  the  Institute. 

Each  party  may  appear  personally  and  by  counsel.  Witnesses 
shall  vouch  for  the  truth  of  their  statements  on  their  word  of 
honor.  The  Board  of  Governors  shall  make  its  decision,  and  if  it 
finds  the  complaint  to  be  true  and  of  sufficient  importance,  it  will 
so  report  to  the  Institute  with  its  recommendations. 

The  Institute  will  take  such  action  on  the  report  as  it  shall  see 
fit;  but  no  member  shall  be  expelled  or  suspended  unless  by  a  vote 
of  at  least  two- thirds  of  the  members  present  and  voting. 

Art.  XIV.  No  resolution  expressive  of  opinion  shall  be  enter- 
tained at  any  meeting. 

AMENDMENTS 

Art.  XV.  Upon  the  written  request  of  five  Fellows  of  the 
Institute,  the  Secretary  shall  forthwith  transmit  by  mail  to  the 
Fellows  of  the  Institute  any  proposed  amendment  to  this  Constitu- 
tion, and  such  amendment  shall  become  effective  provided  it  shall 
receive  the  favorable  vote  of  two-thirds  of  the  Fellows  present  and 
voting  at  the  duly  called  meeting  of  the  Institute  next  succeeding 
the  mailing  of  such  notice  by  the  Secretary,  and  held  not  less  than 
thirty  days  after  the  mailing  of  such  notice. 
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BY-LAWS 

Article  I.  Order  of  Business. — At  a  meeting  of  the  Institute 
the  following  order  of  business  shall  be  observed,  unless  the 
Institute  votes  otherwise  for  the  time  being: 

1.  Calling  of  the  roll. 

2.  Address  or  remarks  by  the  President. 

3.  Minutes  of  the  last  meeting. 

4.  Summary  of  the  business  transacted  by  the  Board  since  the 
last  meeting  of  the  Institute,  presented  for  its  information  and 
approval. 

5.  Candidates  for  Fellowship  considered  and  voted  upon. 

6.  Reports  of  Committees  and  Officers. 

7.  At  annual  meeting,  election  of  Officers  and  Governors. 

8.  Unfinished  business;  new  business. 

9.  Reading  of  papers  prepared  for  presentation  to  the  Institute. 
10.  Discussion  of  papers  presented. 

The  Board  of  Governors'  meetings  shall  proceed  in  this  order 
as  far  as  it  may  apply  to  them. 

Art.  II.  Meetings  of  the  Board  of  Governors  shall  be  called 
whenever  the  President  or  four  members  of  the  Board  of  Gov- 
ernors so  request,  but  not  without  sending  notice  to  each  member 
of  the  Board  ten  or  more  days  before  the  time  appointed.  Such 
notice  shall  state  the  subjects  intended  to  be  brought  before  the 
meeting;  should  otlier  matters  be  passed  upon,  any  member  of 
the  Board  shall  have  the  right  to  reopen  the  same  at  the  next 
meeting. 

Art.  III.  Duties  of  Officers. — The  President,  or  in  his  absence 
the  Vice-President,  shall  preside  at  meetings  of  the  Institute  and 
of  the  Board.  At  the  Institute  meetings  the  presiding  Officer  shall 
vote  only  in  case  of  a  tie,  but  at  the  Board  meetings  he  may  vote 
in  all  cases. 

The  Secretary  shall  keep  a  full  and  accurate  record  of  the  pro- 
ceedings at  the  meetings  of  the  Institute  and  of  the  Board,  send  out 
calls  for  the  said  meetings,  and,  with  the  approval  of  the  President, 
carry  on  the  correspondence  of  the  Institute.     Subject  to   the 
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direction  of  the  Board,  he  shall  have  immediate  charge  of  the 
office  and  archives  and  other  chattels  of  the  Institute. 

The  Editor  of  The  Record,  under  the  general  supervision  of 
the  Board,  shall  have  charge  of  all  matters  connected  with  editing 
and  printing  the  Institute  publications.  There  shall  be  a  pubHca- 
tion  known  as  "  The  Record,''  which  shall  contain  only  the  proceed- 
ings of  the  meetings,  original  papers  presented  by  Fellows  and 
written  by  Fellows  or  Associates,  and  such  discussions  or  other 
matters  as  may  be  expressly  authorized  by  the  Board  of  Governors. 

The  Treasurer  shall  send  out  calls  for  annual  dues  and  acknowl- 
edge receipt  of  same;  pay  all  bills  approved  by  the  President  for 
expenditures  authorized  by  the  Board  or  the  Institute;  keep  a 
detailed  account  of  all  receipts  and  expenditures,  and  present  an 
abstract  of  the  same  at  the  annual  meetings  after  it  has  been 
audited  by  a  Committee  of  the  Board. 

Art.  IV.  Dues. — Each  Fellow  shall  pay  ten  dollars,  each  Con- 
tributing ^Member  ten  dollars,  each  Associate  five  dollars,  upon 
entrance,  and  a  like  amount  at  each  annual  meeting  thereafter, 
except  in  the  case  of  Fellows  not  residing  on  this  continent,  who 
shall  pay  five  dollars  annually  at  the  time  stated. 

It  shall  be  the  duty  of  the  Treasurer  to  notify  by  mail  any 
Fellow.  Associate,  or  Contributing  Member  whose  dues  may  be  six 
months  in  arrears,  and  to  accompany  such  notice  by  a  copy  of  this 
article.  If  such  Fellow,  Associate,  or  Contributing  Member  shall 
fail  to  pay  such  dues  within  three  months  from  the  time  of  mailing 
such  notice,  the  Treasurer  shall  report  the  delinquent  to  the  Board, 
by  whom  the  name  of  such  member  shall  be  stricken  from  the  rolls, 
and  such  member  shall  cease  to  be  a  Fellow,  Associate,  or  Con- 
tributing Member  of  the  Institute.  Such  Member  may,  however, 
be  reinstated  by  vote  of  the  Board  and  upon  payment  of  arrears 
of  dues. 

Art.  V.  Designation  by  Initials. — Fellows  of  the  Institute  are 
authorized  to  append  to  their  names  the  initials  F.A.I.A.,  and 
Associates  are  authorized  to  append  to  their  names  the  initials 
A.A.I.A. 

z\rt.  VI.  Amendments. — These  by-laws  may  be  amended  by 
an  affirmative  vote  of  two-thirds  of  the  Fellows  present  at  any 
meeting  held  at  least  three  months  after  notice  of  the  proposed 
amendment  shall  have  been  sent  to  each  Fellow  by  the  Secretary. 


